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UUnuiten States Distriut Court 
FOR THE 


SOUTHERN DISTRICT OF NEW oe 


CIVIL ACTION FILE NO 
. 


JAMES ARNEIL; VERNON A. STOCKWELL, 


Plaintiffs SUMMONS 
Y. 


JAMES B. RAMSEY, JR.. OLIVER DeG. VANDEREILT, 
WILLIAH M. LENDMAN, BAIR & CO., INC., THE 
NEW YORK STOCK EXCHANG™, 


Defendant S$ 


To the above named Defendant $: 
You are hereby summored and required to serve upon 


Spengler Carlson Gubar & Churchill 


plaintiff's attorney S, whose address 


280 Park Avenie, New York, New York 10017 


an answer to the complaint which is herewith served upon you, withia 20 days after service of this 
summons upon you, exclusive of the day of service. If you fail to do so, jucigment by default will be 
taken against you for the relief de sanded in the complaint. 


RLILOTR gee j aie 


oe 8 a 


c Nal aunt. 
Bach LJjée ae oe 
{Seal of Court] 


NOTES Thin samme. oe sned purmini te Male 1 af the Mederal Mules of Civil Preerdure, 


he Ciiamenentipeh EAL  AELOAE LNOO AB, 


7 OY AVAILABLE 


bb ‘BES ciiatindd ets Sn 


Plaintiffs, 
v. 


STOCK EXCHANGE, 


Defendants. 


H Act") 15 U.S.C. §78aa. 


h times relevant herein the 
Blair & Co., Inc. 


§. Blair & Co. 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


JAMES ARNEIL; VERNON. A. STOCKWELL, 


JAMES 8. RAMSEY, JR., OLIVER DeG. : 
VANDERBILT, WILLIAM M. LENDMAN, 
BLAIR & CO., INC., THE NEW YORK : DEMAND £OR JORY TRIAL 


eo 


COMPLAINT FOR VIOLATIONS 


: OF TRE SECURITIES LAWS OF 


THE ONITED STATES 


. 


a ee NteailyAiias ane oe 


Plaintiffs for their complaint by their attorneys alleg 
JURISDICTION AND VENUE 
“1. Jurisdiction is conferred on this Court by Section 


27 of the Securities and Exchange Act of 1934 ("The Exchange 


2. James 8. Ramsey, Jr. (“Ramsey”) was during part 


i of the time relevant herein the President of Slair & Co., Inc. 


ya 


3. William M. Lendman (“Lendman") was during part of 
i the time celevant herein the President of Blair & Co., Inc. 
4. Oliver DeG. Vanderbilt ("Vanderbilt") was at all 


chairman of the Board of Directors of 


Inc. ("Blair”) wat at times relevant 


herein a Deleware corporation with its principal place of business 


in New York City within the State and Southern District of New 


York. 


6. The New York Stock Exchange (°H.Y.S.2.") is @ corc= 


poration incorporated under the New York not-for-profit corpora 


tiona law with its principal place of business in New York City, 


within the State and Sourthern District of New York. 


\ 7. James Arneil 


(*Arneil") is an individual who with- 


titanate nn innate nnn TE ad 


| 


{ 
| 
| 
\ 
| 
| 
| 


! 
1 
{ 
i 
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in the six (6) years immediately passed purchased securities of 


Blair. 


8. Vernon A. Stockwell ("Stockwell") is an individual | 


who within the six (6) years immediately past purchased securi- 


ties of Blair. 


HISTORY AND BACKGROUND OF BLAIR & CO., INC. 
9. Blair was a Delaware corporation incorporated* in 
1947 as the successer to a prior business. Blair was a long time 
member of defendant N.Y.S.E. and other stock exchanges and was 
engaged in the stock brokerage and underwriting business. 


10. In or about 1967 Blair commenced an expansion pro- 


gram which continued through its acquisition of Schwabacher & Co. 


a California partnership ("“Schwabacher“), in or about March of 
1969. 

ll. On or about September 13, 1968, defendant N.Y¥.S.&. 
conducted a cost consultation with Slair. A report or the consul 
tation dated September 17, 1968, disclosed the N.Y.S.£. considered 
analysis of income per employee to be important. The cepe.* dis- 
closed, as a result of expansion, Blair ranked 24th and last in | 


their group of firms in gross income per employee and general 


Partner at that time. oe | 
13. In cr about August, 1968, the N.Y¥.S.E. was ingore | 
that Blair was considering the acquisition of the Miami Beach and ' 
Palm Beach, Florida offices of A.&. Stamm & Co. The Assistant Di- 
rector of the Department of Member Firms of the N.Y.S.E. thereupon 
reported to the Director of the Department of Member Firms that he 
did not believe that Blair could handle the Stamm acquisition and 
that he was not convinced the N.Y.S.£. should permit it. 
14. In or about September, 1968, Blair, with the Sogo 
val of the N.Y.S.E., acquired the Miami Beach and Palm Beach, Plo 
tida offices of A.L. Stamm & Co. and in or about November, 1968, | 


Blair acquired the Worcester, Massachusetts office of Hayden Stone, 
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Inc. with the approval of the N.Y.S.E. 
HISTORY AND BACKGROUND OF SCHWABACIIER & CO. 

158. Scehwabacher , was a California partnership en- 

gaged in the securities brokerage business, which had been a 


member organization of the N.Y¥.S.E. since about March 1, 1930. 


ote 


By 1968, they conducted a diversified securities business from 


their main office in San Francisco, California and 15 branch 


offices. 


16. In or about January 1966, Schwabacher converted it 


bookkeeping operations to an outside service known as the Midwest 


Service Bureau. In or about April 1966 it was reported to the 


N.Y.S$.2. that the conversion was not proceeding smoothly and in 
or about October 1966, as the result of an audit, the N.Y.S.E&. 
learned that short security differences were almost $14,000,000 
indicating a substantial deiluce to keep accurate records. 
17. The N.Y.S.E. pursuant to its cules cequired the 
filing by Schwabacher of answers to a regular financial question- 
= 


naire as of October 28, 1966. The answers were not received Sy th 


N.¥.S.E. until about March 3, 1967, 93 days following the origina 


due date. When received, the answers showed short securities dif 


ferences amounting to more than $2,300,000 and the securities not 


me we pc cere nee Bh AD are ene 


properly segregated amounting to more than $6,800,000. 
18. In or about September of 1967 a N.Y¥.S.E. Examiner 
S reviewed Schwabacher ‘s records and submitted a 65~page ceport of 
recocd keeping deficiencies which was then the longest repoct 
ever produced as the result of an Examiner's visit. The report 
dealt with out-of-balance conditions, errors in submitting finan- 
cial questionnaires, commingling of partner and customer securi- 


| 
| 
I 
| 
ties in the firm's safekeeping Sox, excessive “edits” representing 
{ 
errors of input to the Midwest system, inadequate attention to \ 

' 

s 


i 


customers' unsecured debits and short positions, inordinate delay 
| in COD deliveries, inordicate delays in payment of customers, 


‘ ' 
security count differences, under-segregation in margin accounts,’ 


deficiences in accomplishing shipping instructions, delays in mar 
gin department release of transfer instructions and cage proces- 
ging of transfer instructions and segregation instructions, un- 
authorized release of segregated securities, lack of control of 
excessive fails, anreconciied ciearing house accounts and brokers 
accounts, a breakdown in new seeuunts procedures resulting in 
loss ¢f control and comzingling of customers securities without 
consent in bank loans, comuingiing of partners securities with 
customers in bank loans, unreconciled suspense accounts, and the 
loss of dividend departuent control. 
19. Commencing im ¢: about February, 1968, defendant 

N.Y¥.S.E. imposed cestrictin1s on Schwabacher including the- pro- 
hibition against the hiring of new registered representatives, 
reduction of volume of business, prohibitions against new under- 
weiting committments, prohibitions against the expansion of 

its business and prohibition against advertising. 


20. In or about March, 1968, the N.Y¥.S.E. received a 


: ; : . ‘ Hes ata 
laxity in transfer in cases of sales of non-negotiable securities, 


failure to segregate fully paid-for securities in cash accounts, - 


report from Schwabacie:’s independent auditors Stating that an 
examination Schwabac...c's financial condition as of October 
27, 1967 had been completed but that there cemained many unre- 
solved money and security position differences so that it was 
not possible tu Jatermine with reasonable accuracy the effect 
corrections woulda hare upon Schwabacher's capital. 

21. In ov about November of 1968, in another examina- 


tion, the “ Y.S.E. found approximately 31,000 “edits” indicating 


inet ee te mene ne ee 


serious record-keeping errors which needed correction; more than 
$7,500,000 rf unreconciled trades; monthly figures showing fail- 
ure to deliver ce receive securities traded a» reported to the 


Exchaiye were inaccurate by as much as $6,900,000 or $7,000,000; 


| 
dividend conditions on customer securities could not be determined; 


control had been lost over a major bank account, and that i0 sus- 


genge accounts of the i office were out of control 


22. Answers 2 financial questionnaire based upon an 
audit by Schwabacher's indepsadent auditors as of Avaust 30, 1968 


submitted to the N.Y¥.S.&. about November 0, 1968, indicated 


Schwabacher's records were in even worse condition. Schwabacher 


had earlier submitted an operations questionnaire as of August 30 


1968, the audit date, showing unreconcilled long and 2h 
ity differences amounting to more than $4,800,000 and $2,300,000, 


respectively. The auditors financial questionnaire as of the samy 


date showed the market value of these differences to be more than 
$7,700,000 long and $7,100,000 short. The auditors stated in 
their ceport that differences to a considerable extent were the 
result of the unsatisfactory condition of she accounting recorgs 
and material inadequacies in the internal accounting centrols. | 
23. On several occasions during 1966, 1967 and 1948 | 
Schwabacher had short security differences which, if charged as ' 
they should have been against their net capital, would have rex 
aulted in violations of the N.¥.S.£.'s net capital rule intended | 
to be enforced for the protection of investors. 
THE ACQUISITION OF SCHWABACYER BY BLAIR 
24. Approximately 2 years prior to the merger in March | 
of 1969, exploratory merger discussions had taken cn but had 
broken off and were not resumed until sometime in 1968. | 
25. In November or early December of 1968, a decision | 
was made by the N.Y.S.E. tha: Schwabacher must merge with ese 


fica or sell a number of branch offices. 


26. Schwahacherc was informed by ietter of December 3, 


| 


1968 that it must inform the N.Y.S.E. by December 15, 1968 whether, 


tt would merge or sell a number of branch offices and that Schwaba-~ 


| 
cher :.ust have an audit by an independent public accountant and A 


us— 


Sey ai 


r a 


i f* 


: 
| 


} i, 1969, defendant N.Y.S.E. reviewed and approved a plan for merg- 
ler between Schwabacher and Blair. This approval was given despite 
the existence of inadequate records, unreconciled securities dif- 
} ferences, commingling securities and insufficient information 

f from whick -o deteruing with accuracy, the capital position and 

j net capital position of Schwabacher; and thus the unavailabilit 
fof adequate information from which to determine with accuracy tne 


| capital position and net capital position of the combined firms. 


| 


{ 


| prepare answers to a financial questionnaire no later than Decem- | 


; ber 31, 1968. The audit and financial questionnaire requirements | 


were not met. | 
27. GBlaic and the indivi 'ual defendants, Vanderbilt, | 
Lendman & Ramsey had access to the records of Schwabacher and 


were or should have been aware of the facts set forth above con- 


{ cerning the status of the records of Schwabacher and the inability; 


| of Schwabacher to provide audited financial information. 


28. On or about December 13, 1968, it was publicly 


: announced that Schwabacher would merge with Blair. 


29. Sui vequent to December 13, 1968 and prior to March 


30. Schwabacher had been in continuous violation of 


N.Y.S.E. rules calating to audits and financial reporting since 


1966. One effect of allowing the merger as was known or should 
have been known to all defendants was to place Blair in violation ! 
of these same rules as to the Schwabacher division of Blair. 
31. Schwabacher had also been in violation of the N.Y. 
8.2. cules relating to the keeping of books and records, supervi- 
sion, control and uetcesdack ol good business practices. Another, 
effect of allowing the merger as was known or should have besa 
known to all defendants was to place Slair in violation of the 


same rules with respect to the Schwabacher division of Blair. 


32. On or about March 1, 1969, the merger of Schwaba- 


cher into Blair became effective. 


=6- 


/0 


> under investigation by the N.Y%.S.&. 


33. At ocr about the date of the merger, Blair & Co. was 


tion. 
34. An advertisement cun by Blaiz in a national publi- 


cation at oc about the time of the merger, which advertisement 


was subject to the rules of the N.Y¥.S.E. concerning standards for 


advertisement and approvals of advertisements, stated in part: 


"On January 31st, we issued a year-end report pointing out 
the remarkable differences between our organization in 1963 
and Blair & Co., Inc. as it exists today. We believe that 
some of these comparisons are particularly appropriate to 
highlight the importance to the investing community of the 
new Blair & Co. as we expand today into a coast-to-coast 


investment banking and stockbrokerage complex with the addi-~ 


. gv - 
tion of the offices, facilities, business and--most tiecrsdec 


the people of the well-known San Prancisco-based firm of 
*"Schv.abacher & Co., which now becomes the Western Division 
of Blair & Co. 
* Since 1964, our volume of business has increased 500% 
* At the end of 1964, we had 365 employees. Today, we 
have more than 1,000, and with the Schwabacher staff 
we will have more than 1,800. 
* In 1968, the dollar volume of securities distributions 


managed or co-managed by Blair & Co. increased by some 


$00% over 1964 total. With the addition of Schwabacher's 


investment management team, and their familiarity with 
corporate finance, we expect these statistics to show. 
even greater growth. 

* We had 16 offices in 1964. Yesterday we had 31. Today 
we have 47 offices to serve individual, institutional 


and corporate investors from Honolulu to Boston. 


' 


for a prior net capital viola- 


| 


| 
| 


\ 
| 


H1, 1969. One effect of doing so, as ali defendants were aware, 


| remaining company after the merger, we" short-term, temporary~ 
| debt capital which imperiled the stab: ty of the firm's financial 
| and net capital positions. Accordin, ¢, in connection with the 
| acquisition of Schwabachec ty & is, persons inside Blaic, includ-| 
fing, but not limited to Vanderbilt, Leniman and Ramsay (“the in- 


) siders”) whose capital was then at cisk concluded it was advisaiie| 


| 


Of course our merger with Schwabacher does more than just ex- | 
pand our statistics. It adds important services and capabili- 
ties... | 
In short, we believe we, have made a giant step forward in ose | 
program of qualitative growth. we offer you more, approved, | 
facilities and services--and the staff to imolement them. 

Por all of these reasens, we think that stock in Blair & Co. 


A AS 


would be an excellent “growth* investment...if it were diate | 
able to the public. It isn't, cegrettably, although a “grow- | 


ing number of our employees have exercised their privilege 
to become Blair & Co. stockholders. . . .* (emphasis par- 


tially added) \ 


THE SALE OF SECURITIES TO PLAINTIFFS AND SUBSEQUENT OCCURRENCES | 


\ 


i 


H that additicnal capital ce obtained by Blair from and after March | 


Awas to facilitate removal of risk capital Sy insiders. { 


: 


36. To obtain the desired additicaal Capital, it was 
Jecided by Blaic and the insiders with the knowledge and appro-~ 
val of defendant N.Y¥.S.E. that securities of Blair be sold to 
outside investors. 

37. In and after the first quarter of 1969 a plan or 
plans for the ootaining of subordinated capital through the sale 
of securities were submitted to defendant N.Y.S.E. and approved 
by said defendant. Said plans included the sales of securities 


for which registration was required, pursuant to The Securities 


- 


35. A substantial part of the net capital of Blair, the! 


Act of 1933 and the Exchange Act; however, no provision was made 


in said plans for the registration of said securities or the dis- y 
closure of material facts concerning the records and financial 


condition of Schwabacher and the records and financial condition 


of Schwabacher on Blair which a reasonable investor might have 


considered important. 


38. In addition, no provision was made in said plan 
for the disclosure of risk factors which would be required by a 
registration statement cr required even in the absence of regis- 


tration. 


a 


39. Commencing in early 1969, pursuant to the afore-~ 


sented to plaintifés that an investment in Blair was a safe and 
excellent investment, tha” B’airc would likely go public with a 
resulting profit to plaintiffs and that plaintiffs would be eli- 


gible for special private placement issues, warrants and spin | 


offs. Plaintiffs were further informed that in order to be eli- 


gible to purchase common and preferred shares of Blair they | 
must place subordin.ced capital into Blair through a contribution | 


of cash or marketable securities in exchange for secured demand 


said scheme and plan to obtain capital from outsiders, plaintifés 

were sclicited to purchase securities of Blair. It was cepre-~ 

notes from which notes they could also expect a profitable retura.! 
i] 


40. At no time prior to purchase was disclosure made ! 


La ' 
/ e plaintiffs of risk factors involved in t. purchase of the 
securities of Blair, including but not limited to the following 


material information a reasonable investor might ave considered 


| 

i 

oe in making his decision: 

j 

' (a) financial information concerning the Schwabacher divi- 


gion of Blair and thus the overall financial position of 


| Blair; 

| : 
i 

} 


(b) the chaotic conditions of the records of the Schwabacher 


~+ 


division of Blair and thus of Blair itself; 


(c) the status of subordinated capital of insiders and 
other investors; 

(d) prior and continuing serious violations of the Exchange 
Act and the cules of the Securities and Exchange Commis- 
sion issued thereunder by Schwabacher and Slair; and 

(e) prior and continuing serious violations of the consiti- 
tution and rules of the N.Y¥.S.£. by Schwabacher and 


Blair. 


J uments provided by Blair in connection with the aforesaid trans- 


# action. 


42. According to the terms of the documents executed 


I by plaintiffs, they could not complete their purchase until ap- 
f proved as purchasers of Slair securities by the N.Y.S.E. as the 
sale and ownership of securities in Blair and other members was 


regulated by the N.Y.S.E£. 


43. Included among documents returned to Blair on or 


f about April 16 were N.Y¥.S.E. long form Ailied ‘ember or Non-~ 

i Member applications, N.¥%.S.&. Financial Supplements to their 

| applications and Stockholders Agreements with Exchanges. The 

i date of plaintiffs' approval by chie N.Y.S.2£. and thus purchase of 
securities of Blair is not known but is believed to be in or 


i subsequent to Je, 1969. 


44. The agreement with plaintiffs and each aspect 


thereof constitutes a security or securities within the meaning 


i of §3(10) of the Exchange Act, 15 U.S.C. §78¢(a)(10) 


THE N.Y.S.E.'S PAILURE TO ENFORCE THE EXCHANGE ACT, 
ITS CONSTITUTION AND ROLES 
4S. The N.Y¥.S.E.'s Constitution and Rules ("rules") 
are intended to protect investors and benefit the public, includ- 
ing plaintiffs. The making of rules carries with it the cbliga- 


tion to enforce the rules and to maintain an adequate staff and 


41. Plaintiffs on or about April 15, 1969 executed doc- 


46. On or about February 17, 1969, just prior to the 
merger, the Department of Member Pirms of the N.Y.S.E. privately 
reported to the Board of Governors of the N.¥.S.E. concerning 
charges and admissions of violations by Schwabacher and its Gen- 
eral Pactners of Rule 440 and Securities and Exchange Commission 
Rule 17a-3 (books and records), Rule 402 and Securities and Ex- 
change Commission Rule 8c-1 (hypeothecation of customer securities) 
Rule 342 (supervision and eontest), Rule 401 (good business prac- 
tice) and Rule 417.11 (audits). In the same document, the epare-| 
ment of Member firms charged Schwabacher and its partners with | 
violations of Rules 440, 402, 342, 401 and 417.11, and Securities 
and Exchange Commission Rules 17a-3 and 8c-l. In addition, Al- 


bert &. Schwabacher, Jr., was separately charged with a violation 


f of Rule 342 and all were alleged to be subject to discipline under 
Sections 6, 7, 10 and 16 of Article XIV of the N.Y.S.E. Constitu~ 


tion. 


i 47. The N.Y.S.E. failed to meet its obligation to 
plaintiffs with respect to the following rules, among others, 


N.¥.S.E. Constitution Articles XIV §§ 6, 7, 10 and 16: N.Y.S.68. 


Rules 313, 325, 342, 401, 402, 417, 419, 440 and 471. 

48. The N.Y¥.S.£. failed to meet its obligation to 
plaintiffs to prevent violations of sections 8(c), 10(b) and 
17(a) of the Exchange Act and the cules cf the Securities and 
Exchange Commission issued thereunder. 

| EVENTS SUBSEQUENT TO PLAINTIFFS' 
PURCHASE OF SLAIR SECURITIES 
49. It had not been possible for a long period prior | 
| 
about the condition of Schwabacher & Co. nor was it possible to | 


obtain audited, reliable information concerning the financial 


' 
‘ 
‘ 
' 


i 
; the merger to obtain audited, reliable financial information 
| 


condition of the Schwabacher Division of Blair and thus the ovec- 


q 


all position of Blair subsequent to the merger at least until 
f well into 1970, if at ell. 
50. At the time cf and subsequent to the merger, the 


N.Y.S.E. failed to enforce its rules and regulations and the Ex- 


change Act by excusing preparation and distribution of a required 
' 


statement of financial condition and permitting the audit of 
Blair as two separate divisions at two separate times for 1969. 
Blair failed to comply with the N.Y.S.&. rules and the Exchange 


Act. In fact, it was not possible to audit the Schwabecher divi-~ 


sion of Blair because of the disasterous state of the records. 


i The indepandent auditors' report stated: 

“The Board of Directors 

Blair & Cc 

The accompanying statement of financial cor 

Blair & Co., Inc. at September 26, 1969 repre 

combination of the respective statements of financial 
condition of its two divisions, Slair, formerly its 

only operations, and Schwabacher, acquired during 

year. 2. 

as explained in Note 1, the scope of our examination was 
restricted to the books and records of Blair Division and 
did not inelude a determination as to whether or not there 
were financial transactions cecorded in the books and re~ 
cords of Schwabacher Division which affected its Blair 
Division. ... 

The statement of financial condition of Schwabacher Divi- 
sion at September 26, 1969 (not shown separately) was pre- 
pared by the Company. Inasmuch as we did not make an exami- 
nation of it in aceerdance with generally accepted auditing 
standards nor of any of its financial transactions since 


June 27, 1969 (referred to below), we express no opinion 


“thereon. We did examine a statement of financial condi-~ 
tion (as set forth in its Answers to Financial Question- 
naire) of the Schwaseacher Division at June 27, 1969 and 
reported thereon under date of August 15, 1969. That 
examination was made on the same pagis and our opinion 
was qualified with respect to the same matters as de- 

- scribed above for ‘he Blacr Division. 

Inasmuch as we did not make an examination in accordance 

with generally accepted auditing standards at a single 
date for both Blair Division and Schwabacher Division, 
whose individual statements nE condition are combined 
in the accompanying statement of financial condition of 

Blair & Co., Inc. at September 26, 1969, as explained 

above, we were unable to express an opinion thereon. 


It is our opinion, however, that the combined statement 


” 


has been properly compiled. 


S51. On or about August 28, 1969, Securities and Ex- 


change Commission Release No. SEA 8677 was pudlicly issued ac- 


cepting an offer of settlement wherein Schwabacner and Albert 


E. Schwabachec, Jc. admitted willful violations of the recerd- 


keeping, reporting ang hypothecation provisiotis of the Exchange 


Act (§§8(¢c) and 17 (a); Rules 8¢-1(2a)(2), 17a-3 and 17a-5). 


52. The 1969 figures supplied by Slair to the Securi- 


fries and Exchange Commission on the report cequiced by Rule X- 


=oTEss. 


1 .7A-5 indicated that it had no reserves to cover in excess of 


yp in short differences. 


53. Commencing in Jeruary of 1970 Blcic began to cut 


{ 
back its operation and investigate various merger possibilities. 
54. On or about August 14, 1979 defendant N.-¥.S.E. 
j named five firms (including Blair) who were in serious peril and 
Lan or 


the business of Blair. 


snout September 28, 1970 a liquidator was named to wind up 


j 
4 
| 
| 
' 
H 
' 
1 


\ 
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me 
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, 


| 
55. On o¢ about September 30, 1970 a petition was filed 
in the United States District Court asking that Blair be placed : 
in involuntary bankruptcy and that a receiver be appointed lead- | 
ing to the eventug! liquidation of Blair for the benefit of oa 
the tieuidas 


tors and in a fashion which returned none of the consideration 


paid by plaintiffs for their securities. Thereafter, 
tion of Blair has continued and does now continue with defendant 
N.¥.S.8.'s Special Trust Fund as the current liquidator. 
COUNT I 
VIOLATIONS OF SECTION 10(b) OF 2OHE EXCHANGE ACT OF 1934, 15 
U.S.C. §78(3)(o) AND RULE 10b-5 PROMULGATED THEREUNDER 
17 C.P.R. 240.10b-5 AGAINST ALL DEFENDANTS 


56. 


y 
oa 


The allegations of paragraphs through §5 are 


realleged and incorporated by reference herein. 


§7. Plaintiffs were required to apply for approval and 


were approved oy defendant N.¥.S.E. in order to purchase the se- 
eucities of Blair. 


58. Defendant N.Y.S.E., by lts induced and 


couraged plaintiffs to purchase the securities of 3lair. 


acts, en 


29. Defendants Vanderbilt, Leadman and Ramsey partici- 


pated in the planning and effectuation of the scheme and plan to 
obtain capital for Blair by the sale of securities to outsiders 
including plaintiffs without registration of the securities or 
disclosure of material information. 


‘60. By use of the means and instrumentalities of inter- 


state commerce: (transportation and communication) and the United 


States Mails, in connection with the purchase and sale of securi- 


ties, defendants and each of them have: 


(a) employed devices, schemes and artifices to defraud; 


(b) omitted to state material facts necessary in order 


to make statements made, in light of the ciccumstances 


under which they were made, not misleading; and 


eee eR mm nn 


v4 


| 


in violation of Section 10(b) 


ness which operated as a fraud and deceit upon plain- 
tiffs. As a result thereof, defendants thereby vio- 
lated Section 10(b) of The Exchange Act and the Regu- 
lations issued by the Securities and Exchange Com~ 
mission pursuant, to that Section. 

61. As a result thereof plaintiffs and the class have 


been damaged in the amount of the highest value of their invest- 


f ment in the securities ot osiair. 


62. Wherefore plaintiffs pray judgment as hereinafter 


| set forth. 


COUNT II 

AIDING AND ABETTING, A VIOLATION OF SECTION 10(b) OF THE 

EXCHANGE ACT AND RULE 10b-3 PROMULGATED THEREUNDER AGAINST 
DEFENDANTS VANDERBILT, LENDMAN, RAMSEY AND N.Y¥.S.E. 


63. The allegations of paragraphs 1 through $35 and $9 


j ace realleged and incorporated Sy reference herein. 


without disclosures of material facts in violation of Section 10( 


4 of the Exchange Act and Rule 10b-5 promulgated thereunder. 


I as set forth hereinabove aided and abetted Blair in the sale of 


its securities in violation of Section 10(b) and Rule 10b-5 pro- 


muigated thereunder. 


66. As a result of defendants’ conduct as above stated 


f rations ef the Securities and Exchange Commission issued pursuant 


to said Section, plaintiffs have been damaged in the amount of 


their investment in the securities of Blair. 


67. Wherefore plaintiffs pray judgment as hereinafter 
set forth. 


=1$< 


64. Blair sold its securities without registration and 


65. Defendants Vanderbilt, Lendman, Ramsey and N.Y.S.&. 


of the Exchange Act and cf the Regu- 


| 


(¢) engaged in acts, practices, and a course of 
> 


! 


| 
| 
| 
' 
) 
| 


COUNT III 
CONSPIRACY TO VIOLATE SECTION 10(b) OF THE EXCHANGE ACT 
AND RULE LOb-S PROMULGATED THEREUNDER AGAINST 
DEPENDANTS VANDERBILT, LENOMAN, RAMSEY AND N.Y.S.E. 
68. The allegations ae paragraphs 1 through 55 and 59 


are realleged and incorporated by ceference herein. 
69. As set forth hereinabove defendants Vanderbilt, 
Lendman, Ramsey and N.¥.S.E£. conspired and agreed with Blair and 


its officers and directors and Schwabacher and its officers and 


directors to obtain additional capital for Blair through the issu- 
ance of securities wnich were issued without registraticn and 
adequate disclosure of material facts. 


70. As a cesult of defendants’ conduct as above stated 
in violation of Section 1C(b) of The Exchange Act and of the Re- 


gulations of the Securities and Exchange Commission issued pur- 


suant to said Section, plaintiffs have been damaged in the amount 
of of the highest value their investments in the securities of 


| 
Blair. | 


Jl. Wherefore plaintiffs pray judgment as hereinafter 
set forth. 
COUNT IV 
VIOLATION OF SECTION 20(a) OF THE EXCHANGE Ace. 
i 
i 


15 U.S.C. §78(t)(a) AGAINST DEFENDANTS VANDERSILT, 

LENDMAN, RAMSEY AND N.Y.S.E. 

72. The allegations of paragraphs 1 through $5 and 59 | 

are realleged and incorporated by ceference herein. | 

73. With respect to the activities of Slairc and Schwa- | 

bacher above described, defendants Vanderbilt, Lendman, Ramsey and! 
N.Y.S.E. were control persons within the meaning of Section 20(a) 

of The Exchange Act in that the N.¥.S.&. supervised the activities 


| Schwabacher and Blair and their officers and directors and 


Vanderbilt, Lendman and Ramsey supervised the activities of Blair, 


| 
| 
| 
! 
| 
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j sealleged and incorporated herein by reference. 
| the N.¥.S.&. waa contractually bound to agree and did agree with 
ithe Securities and Exchange Commission to comply with and to en- 


force so far as within its powers compliance by its members with 


H thereunder by the Securities and Exchange Commission. 


ineluding its Schwabacher division. 


74. As control persons said deferdants were under a 


duty to plaintiffs in connection with the sale of the securi- 


ties of of Blair. 


75. Defendants breached said duty and are therefore 


liable to plaintiffs pursuant to the terms of Section 20(a) of 
the Exchange Act. 

76. As a result of defendants' conduct as above stated 
in violation of Section 20(a) of The Exchange Act, plaintiffs have 


been damaged in the amount of the highest value of their invest- 


{ments in the securities of Blair. 


77. Wherefore plaintiffs pray judgment as hereinafter 


H set forth. 


COONT V 
VIOLATION OF SECTION 6(a)(1) OF THE EXCHANGE ACT, 
15 U.S.C. §78(£)(a)(1) AGAINST DEFENDANT N.Y.S.E. 


78. ‘The allegations of paragraphs 1 through 55 are 


79. Pursuant to Section 6(a)(1) of the Exchange Act, 


revision of the Exchange Act and the rules and regulations made 
: 
80. Pursuant to the aforesaid contractual eae amecemaes, | 
the N.¥.S.E., under certain circumstances required investors in its 
members to sign and submit a document known as a “knowledgeability 
letter® in which the investor acknowledged specific risk factors 
in connection with investment in the member, acknowledged the con- 


duct of an independent investigation into the business of the mem- 


ber including its financial condition and net capital position andi 


disclaimed reliance upon the N.Y.S.&. in making any investment in | 


fa member. Knowledgeability letters were required where there were 
i material risk factors relating to a member known to the N.¥.S.E. ' 
81. Despite material risk factors known to the N.Y.S.E&. 


f concerning investment in Blair, the N.¥.S.E. breached its duty a 


f oc otherwise causing disclosure of material risk factors to be 


plaintiffs and the class by not requiring knowledgeability letters 
' 
q made to them. | 


62. As a result thereof plaintiffs have ‘een damaged 


in the amount of the highest value of their investments in the 


W securities of Siair. 


83. Wherefore plaintiffs pray judgment as hereinafter 
H set forth. 
COUNT VE 


VIOLATION OF SECTION 6(a)(2)-(4! OF THE EXCH/.NGE Act 


| 
18 U.S.C. §78(£)(a)(2)-(4) AGAINST DEPENDANT N.Y¥.S.E. | 
84. The allegations of paragraphs 1 through 55 are 
H cealleged and incorporated by reference herein. | 
8S. Pursuant to Section 6(a)(2) of The Exchange Act, / 
| the N.¥.S.E. became contractually obligated to submit and did | 
submit to the Securities and Exchange Commission such data con- | 
fcerning its organization, rules of procedure and membership as 
j were necessary oc appropriate in the public interest and for the 
f protection of investors. ' 
86. Pursuant te Section 6(4)(3) and 6(a)-(4) the N.Y. 
ae became contractually obligated to file and did file with the 
jfoccrities and Exchange Commission cepies of its constitution, 
articles of incorporation, bylaws or rules or instruments corres- 
, ponding ‘thereto ("rules of the Exchange") and to furnish to the 


| 
i] 
| 
| 
i} 
\ 
Securities and Exchange Commission copies of any amendments to | 
the rules of the Exchange forthwith upon their adoption. } 


87. The sale of unregistered securities of Blair with- 


out provision for disclosure of material risk factors through a8 | 


‘knowledgeability letter or otherwise constitutes a violation of 
various cules of the Exchange submitted to the Securities and &x- 
change Commiss.on in accordance with the procedures set forth. 
3%. The N.Y.S.E. breached its duty to plaintiffs by 
failing to enforce the rules of thu Exchange és prevent the sale 
» of unregistered securities of Blair or in the alternative to 
provide for adequate disclosure of material risk factors through 


a knowlegeability letter or otherwise. 


89. As a result thereof plaintiffs have been damaged 


hy 
| in the ameunt of the highest value heir in men i4@ the 
securities of ir. 
90. Wherefore plaintiffs judgment as hereinafrer set 
count Vit 
VIOLATION $F SECTION 6(b) OF THE EXCHANGE ACT 
45 0.8.C. §78(£)(b) AGAINST DEFENDANT N.Y.S.E. : 
91. The allegations of paragraphs 1 through 35 are 


ne 


realleged and incorporated by referenc> herein. 
92. Pursuant to Section 6(b) of the Exchange? Act, 
N.Y.S.E. was contractually obligated to provide in the cules 
the Exchange for the expulsion, suspension or disciplining of a 
member for conduct or proceeding inconsistent with just and equi- 
table principles of trade and to declare that the willful viola~ 
tion of any provisions of the Exchange Act or any cule or regula- | 
tion thereunder shall be considered conduct or proceeding incon- 
j sistent with just and equitable principles of trade. 
93. The rules of the N.Y¥.S.E. contain the required ccn-} 
tractual provisions set forth in paragraph 92 above. 
94. The willful sale cf unregistered securities of Blaix 
without disclosure of material risk factors through a knowledge~ 
ability letter or otherwise constitutes a violation of Section 


6(b) of the Exchange Act. 
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95. The N.Y.S.E. failed to expel, suspend or discipline. 
Bair price to commission of the willful violation of the Exchange’ 
Act and instead approved Slair's plan which violated the Exchange 


Act. 


in the amount of the highest vaiue of their investment in the 


96. As a result thereof, plaintiffs have been damaged | 
| 
securities of Blair. | 

i 


97. Wherefore palintiffs pray judgment as hereinafter 


| set forth. 
15 U.S.C. §78(£)(a)(1) AGAINST DEFENDANT N.Y.S.E. 
98. The allegations of paragraphs 1 through 55, and 
79 are incorporated herein by reference. 
99. Pursuant to paragraph 79 above, the N.Y.S.£. was 


COONT VIII | 

VIOLATION OF SECTION 6(a}(1) GF THE EXCHANGE ACT " 
| 
| 

contractually obligated to prevent records keeping violations, 

financial reporting violations, failures to adhere to principals | 

of good business practice in t'e conduct of business aff.ics and | 

net capital violations by members including Schwabacher and 3lair. 


100. Despite its cbligation, the N.Y.S.E. permitted the 


continued operation of Schwabacher & Co. under the afore-described 


circumstances and approved the merger of Schwabacher & Co. into 


Bleir and the saie of securities to plaintiffs, all in violation 


of the N.Y.S.£.'s contractual responsibility under Section 6(a) (1); 
101. As a result thereof plaintiffs have been demaged 
in the amount of the highest value of their investment in the 
securities of Blair. 
102. Wherefore, plaintiffs pray judgment as hereinafter 


set forth. 


COUNT Ix 


VIOLATION OF SECTION 6(a)(2)-(4) OF 73E EXCUANGE ACT 


t 
| 
| 
\ 
i 
\ 
{ 
| 
| 


1§ 0.8.C. §78(£)(a)(2)-(4) AGAINST DEFENDANT 4.Y¥.S.E. 
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103. The allegations of paragraphs 1 through $5, 85 and 
‘ 


86 are reallaged and incorporated by reference herein. 


104. 


The N.Y¥.S.E. was contractually bound to enforce 


it cules for the benefit of investors and the public, including 
plaintiffs. 
105. Had the N.Y¥.S.E. enforced its rules regarding 


audits and financial reporting with respect to Schwabacher and 


Blair, there would have been public disclosure of the disastrous 


f condition of Schwabacher and subsequently the Schwabacher division 


fof Blair and Blair itself. The N.Y¥.S.8. elected instead to cover- 
up and supress the damaging material information and to knowingly 


| permit and specifically approve sale of securities to plaintiffs. 


106. As a result thereof, plaintiffs have been damaged 


y in the amount of the highest value of their investment in the 


i Securities of Blaif. 


107. Wherefore, plaintiffs pray judgment as hereinafter | 


i set forth. 


COUNT _x 


| 
| 
VIOLATION OF SECTION 6(a)(2)-(4) OF THE EXCHANGE ACT | 
15.U.S.C. §78(a)(2)-(4) AGAINST DEFENDANT N.Y.S.£. | 
108. The allegations of paragraphs 1 through 55, 84, 35 
pand 86 are cealleged end incorporated by ceference herein. 
109. The N.¥.S.£. beeached its contractual duty to plain- 
actiffs by failing to enforce the rules of the Exchange to prevent 
continued operation of Schwabecher ard the merger of Schwabacher 


| 

1 

intc Blair. i 
i 

110. As a result thereof, plaintiffs have been damaged | 

! 


t 

| 

securities of Blair. | 
! 


lil. Wherefore, plaintiffs pray judgment as hereinafter 


set forth. ‘ ‘ ' 


«21. 


1 
J 
r the amount of ‘ne highest value of tieic investments in the 
| 
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COUNT XI 
———en 


VIOLATION OF SECTION 6(b) OF THE EXCIIANGE ACT 
18 U.S.C. §78(£)(b) AGAINST DEFENDANT N.Y.S.E. 
112. The sllegations of paragraphs 1 through 55, 92 and 
93 are realleged and incorporated by reference herein. 


113. The N.Y.S.E. breached its duty to plaintiffs by 


failing to prevent a willful violation of the Exchange Act in 
permitting the continued operation of Schwabacher and the merger 


of Schwabacher into Blair, the failure to impose timely diecipline 
and the cover-up and supression of material information concerning| 
violation of the Rules of the Exchcage and cf the Exchange Act. | 
114. As a result thereof, plaintiffs have been damages 
in the amount of the highest value of their investment in the 
securities of Blair. | 
115. Wherefore, plaintiffs and the class pray judgment 


as hereinafter zet forth. 


COONT XIt 


VIOLATION OF SECTION 6(a) OF THE CACHANGE A 


8 


15 U.S.C. §78(£)(a) AGAINST DEFENDANT N.Y.S.E. 


116. ‘The allegations of paragraphs 1 through 55 and 35 
through 38 are reaileged and incorporated by reference herein. 

117. Plaintiffs maintain hecein that the rules and 
cegulations of the N.Y.S.£. effective early in 196% and at the 
time of their purccases prohibited the sale of unregistered 
securities in members by members or the sale ef securities with- 
cut disclosure of material risk factors. 


118. The sale of securities without registration or dis- 


| 
closure of material risk factors constituted a violation of the i 
Exchange Act. 
119. Subsequent to the date of the sales of securities ; 


involved herein, the N.¥.S.E. enacted Rule 313(¢) precisely pro- |} 


viding ".r registration of members securit.cs under the securities! 
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Act of 1933 and for disclosure of material risk factors. Rule 

313 provides ‘ta pertinent part: 
“whenever a member organization shall offer or sell any 
security, as defined under the Securities Act sf 1933, as 
amended, or the General Rules and Regulations thereunder 
(the 1933 Act) .. . which security is issued by the member 
“organization for the purpose of raising net capital under 
Rule 325 of the Board of Governore of the Exchange, the men~ | 


ber organization must furnish the Exchange with an opinion 


of counsel in form and substance satisfactory to the Exchange 


as to whether or not the securities being offered or sold 


need be registered under the 1933 Act... If, in counsel's 
opinion, the securities need not be registered undec the 19233 


Act, his opinion shall state the exemption from the registra- 


tion requirements of the 1933 Act upon which he is relying 
and the basis for such reliance. If the securities are te- 
quired to be registered under the 1933 Act, counsel's opinion 
shall include, in addition to such other statements as the 
Exchange in any particular case may require, a statement suo~ 
stantially te the effect .. . nothing has come to counsel's 

‘ 
attention that would lead counsel to believe that the registza- 
tion statement at the time it became effective sontained an 
untrve statement of a material fact or omitted to state a 
material fact required to be stated therein or necessary to 
make the statements therein not misleading or that the pros~ 
pectus at the time the registration statement became effec- 
tive or at the time of sale of the security cont4.:ed an un- 
true statement of a material fact necessary in order to make 
the statements therein, in the ligtt of the circumstances 
under which they were made, not misleading. 


see 


Without limiting the generality of the foregoing, counsel, 


i 
“among other things, is expected to give appropriate consider- 


i 
ation to (a) any other transactions dursuant to which the 
member oraanization has raised net carital in the sast, or 
expects to do so in the future, (b) tne disclosure of ma- | 
terial information regarding the member organizat. "1 [7 | 
offerees of the security, and (c) the neec for repeeccntation 
by the purchaser of the securities as to his intenc.s: | 
to hold the securities for investment.* (emphasis added) | 
120. {In the event the court should find that the sale | 
of securities without cegistration or disclosure of material 
cisk factors does not constitute a violation of the rules of the 


Exchange, as they existed at the time relevant herein, the N.¥.S.E£ 


has breached its contractual obligation to enact a cule prohibditin 


121. As a result of the sreach of the N.Y%.S.E.'s con- 


tractual obligation to make cules to prevent violations of Lane 


ene cme |S meee, ame 


the aforesaid foreseeable and clear violation of the Exchange Act. 
Exchange Act =v its members, plaintiffs have been damaged in the 
| amount of the highest value of their investments in the securi- 
ties of Blair. 
122. Wherefore, plaintiffs pray judgmen® as hereinafter 


get forth. 


COUNT XIII 


COMMON LAW FRAUD AGAINST ALL DEFENDANTS 


123. The allegations of paragraphs 1 through 55 are 


realleged. and incorporated by ceference herein. 


124. Oefendants, and each of them, made representations 


of material fact to plaintiffs regarding investment in S8lair. 


125. Defendants made representations of material fact 
which were false and defendants further deliberately and actively 
suppressed from plaintiffs material adverse information concerning | 


the securities of Slair. 


126. Defendants and each of them knew material repre- 


La 


sentations made to plaintiffs to be false and vingly suppressed 


{ 


other material facts. ‘ 


127. The affirmative misrepresentations were mad~¢ to 
plaintiffs and material adverse information was suppressed with 

the intent of inducing them to purchase securities of Blair. | 

128. Plaintiffs celied upon the aforesaid affirmative 
misrepresentations. 

129. Plaintiffs acted in justifiable reliance upon | 
defendants misrepresentations and without knowledge of the 
suppressed material adverse information. 

130. Plaintiffs have been damaged in the amount of the | 


highest value of their investments in the securities of Slair. 


131. Plaintiffs are further entitled to the award of 


‘ft punitive damages for fraud against defendants and each of them. 


132. Wherefore, plaintiffs pray judgment 4s hereinafter 


COUNT XIV 
BREACH OF FIDUCIARY OSLIGATION AGAINST OfFENDANT N.Y.S.8. 
133. The allegations of paragraphs 1 through 55 are 


realleged and incorpocated by cefecence herein. 


134. The N.¥.S.E. holds itself out to the public as 


ja self-regulatory bedy whose objects incluce the maintainance 


of high standards of commercial honor and integrity’ among men- 


bers and the promotion and inculcation of just and equitable 
principles of trade and business. 

135. By reason of the matters alleged hereinabove, the 
N.Y.S.E. was in a fiduciary celationship to plaintiffs. Plain- 


b ciffs were thereby induced to display and did display full trust 


the sale of securities of Blair to plaintiffs. Throughovt the 


periods that defendant N.¥.S.u. Occupied such a position of trust 


{ 


and confidence, plaintiffs werc entitled to a high degree of care | 


| 
Py 
| and confidence in the N.¥.S.E. with respect to its epproval of 


and concern. In addition, rs a a had a duty not to 
prefer or favor its own interests or the interests of its eeahers: 
over the interests of plaintiffs and it was obligated to exercise 
its supervision, direction and control of the sale of securities 
of Blair to plaintiffs in a manner consistent with high standards 
| 


of commercial honor and intergrity and in accordance with just 


and equitable principals of trade and business. 


136. By its conduct as hereinabove alleged, defend- 
ant N.Y.S.E. violated its fiduciary duties and obligations to 
plaintiffs and as a result thereof, plaintiffs have been damaged 
in the amount of the !. nest value of their investments in the 
| securities of Slair. 

137. Plaintiffs are further satitied to the award of 
punitive damages against defendant N.Y.S.E. for bceach of its 

f fiduciary cbligations to plaintiffs. 

WHEREFORE, plaintiffs pray judgment as follows: 


1. That defendants and each of them be found liable 


to plaintiffs in the amount of tle highest value of their in- 


vestment in the securities of Blair & Co.; 
2. For costs of suit herein incurred; 


3. Por punitive damages as determined Dy the trier 


of fact; 


4. Por such other and further relief as is deemed 


just and equitable. 


Dated: : SPRENGLER, CARLSON, GUBAR & CHURCHIL i 
280 Park Avenue 
New York, New York 10017 


Telephone: (212) 682-4444 


J. THOMAS HANNAN | 
LOVITT, HANNAN & HENNIGAN, INC. ' 
Agriculture Suilding | 
Embarcadero at Mission | 
\ 
| 
' 
{ 


| San Ccanciseo, California $4105 


Telephope: ,(415) ei wae 
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THOMAS HANNAN 


A JURY TRIAL IS DEMANDED ON ALL, COUNTS OF — 


(ES 
(_\ a frmeann a nd petal 


UNITED STATES DISTRICT COURT 

SOUTHERN DISTRICT OF NEW YORK 

a ei ee ll a el ae ee 

JAMES ARNEIL and VERNON A. STOCKWELL, 
Plaintiffs, 


7S Civ. 1766 C.u.S. 
- against - 


PENDANT 


JAMES 83. RAMSEY, JR., OLIVER Dec. : oe sce ioe 
VANDERBILT, WILLIAM M. LENDMAN, eres. tne. 
BLAIR & CO., INC. and THE NEW YORK : eee 

i STOCK EXCHANGE, 


Defendants. 


ee 4 


Defendant New York Stock Exchange, Inc. "Exchange”) | 
by its attorneys, Milbank, Twred, dadley & McCloy, for answer to 
the complaint: 

L. Denies the allegations in paragraph 1 except acmits 

ithat jurisdicticn alleged under the s 
the allegations in paragraphs 7 and & axceot 
| admits that plaintifés purchased securities of Blair on or about 


April 15, 1969. 


3. Denies the allegations in paragraph 9 except admits | 


that Blais was a Delaware corporation and a member of the Exchange | 
and other stock exchanges and was engaged in the stock brokerage 
Yand underwriting business. 

4. Denies the alleg tions in paragraph 10 except admits | 
that Blair acquired certain assets and assumed certain iiabilities. 
of Schwabacher, a California partnership, on February 26, 1 

5. Denies the allegations in paragraph 11 except 
admits that the Exchange conducted a cost consultation with 


on or about September 123, 1968, prevared a repor= of thet 


consultation dated September 17, 1958, and refers to that report 


for a complete atatement of its contents. 

6. Denies the allegations in paragraph 13 except 
admits that the Exchange was informed that Blair was considering 
the acquisition of the domestic branch offices of A.L. Stamm 
& Co., that a report dated August 1, 1968 was prepared by ‘he 

Exchange concerning this possible acquisition, that an assistant 
director of the Exchange's Department of Member Firms prepared 
a memorandum to the Director of the Department of Member Firms 
concerning this report, and refers to that memorandun for a 
complete statement of its contents. 

7. Denies the allegations in paragraph 16 except 
jadmits that Schwabacher converted its bookkeeping operations 
to the Midwest Service Bureau in January 1966, and refers to 
the reports received by the Exchange for a complet? statament 
of their contents. 

8. Admits the allegations in paragraphs 17 and 18 
axcept refers to Schwabacher's answers to the regular financial 
questionnaire as of Octcber 28, 1966 and the report of the 
Exchange examiner for a complete statement of their contents. 

9. Denies the allegations in paragraph 20 except 
admits that the Exchange received a copy of the auditor's report 
on March 2c, 1968, and refers to that report for a complete 
statement of its contents. 

10. Denies the allegations in paragraph 21 and refers 
to the report of the Exchange examiner's visit in November 1966 
for a complete stacement of its contents. 

ll. Denies the allegations in paragraph 22 and refers 


to the cperations questionnaire, the *"swers to a financial 


bee and the auditor's report for a complete statement” 
i : 


of their contents. 

12. Denies the allegations in paragraph 23 except 
admits that on several occasions during 1966, 1967 and 1968 
Schwabacher had short security differences which, if charged 
against their net capital, would have resulted in violation of 
the Exchange's net capital rule and as a consequence of which 
the Exchange required Schwabacher to raise substantial excess 
net capital. 

13. Denies the allegations in paragraph 24 except 
admits that merger discussions between Blair and Schwabacher 
commenced in 1966. 

14. Denies the allegations in paragraphs 25 and 26 | 
except admits that in November 1968 the Exchange deferred until | 


December 15, 1968 a rastriction calling for two reductions of \ 


Sect ETE RT 


10% each in the volume of Schwabacher's business, that there- | 
1 after Schwabacher agreed to inform the Exchange by December Ss 


whether it had decided to merge with another firm or sell a 


numbar of branch offices, and that the Exchange sei.t a letter 


dated December 3, 1968 to Schwabacher and refers to that letter 


for a complete statement of its contents. 
15. Denies the allegations in paragraph 27 except 


admits that the defendants referred to had access tn the records 


cf Schwabacher. 


i 
16. fMenies the allegations in paragraph 29 except 
admits that the Exchange reviewed a purchase and escrow agreement 
daced as of February 17, 1969 between Blair, Schwabacher and 
Schwahacher's general partners, limited partners and supordinated 
lenders and that the Exchange did not sbject to the acquisition 


of Schwabacher by Blair. 


17. Denies the allegations in paragraphs 30 and 31 


except admits that Schwabacher violated certain Exchange rules 
relating to recordkeeping, audits, supervision and control and 
| business practices, and that restrictions imposed to aid in 
i correcting such violations continued in force against the 
Schwabact « division of Blair. 
18. Denies the allegations in paragraphs 32 and 33 
| except admits that Blair acquired certain assets and assumed 
certain liabilities of Schwabachir on February 28, 1969 at which 
| time Blair was under investigation by the Exchange as to its 
| compliance with the net capital rule as of May 31, 1968. 

19. Denies the allegations in paragraph 34 except 
admits that Blair published an advertisement at or about the 
time it acquired Schwabacher, and refers to the advertisement 
| and the rules of the Exchange concerning advertisements for a 

| complete statement of their contents. 


20. Denies the allegations in paragraphs 38, 36, 37 


21. Denies the allegations in paragraphs 39 and 40 
| except denies knowledge or information sufficient to form a 
N belief as to the truth of aliegations concerning representations 
} made to plaintiffs. 

22. Denies the allegations in paragraphs 41, 412 and 
43 except admits that the Exchange received documents entitled 
| Allied Member or Non-Member Application (long form), Financial 
Supplement and Stockholders Agreement with Exchanges which, 
together with other documents, had been exccuted by plaintiffs 
H on or about April 15, 1969, and refers to those documents for 


a complete «t*tement of their contents. 


23. Denies the allegations in paragraph 44. 


24. Denies the allegations in paragraph 45 except 
admits that certain provisions of the Exchange's Constitution 
and Rules are intended to protect customers of member organiza- 
tions. 

25. Denies the allegations in paragraph 46 except 
admits that the Department of Member Firms prepared and submitted 
to the Board of Governors a memorandum dated February 17, 1969 
concerning Schwabacher and its general partners and refers to 
that memorandum for a complete statement of its contents. 

26. Denies the allegations in paragraphs 47 and 48. 

27. Denies the allegations in paragraphs 49 and 59 
| and sefers to the independent auditor's report for a complete 
statement of its contents. 

28. Denies thw allegations in paragraphs 51 and 52 
except admits that on August 28, 1969 the Securities and Exchange | 
Commission publicly issued Exchange Act Release No. 8677 and re- 
fers to that release and to Blair's report sursuant to Rule 
X-17A-§ for 2 complete statement of their contents. 

29. Denies the allegations in paragraph 53. 

30. Denies the allegations in paragraph 54 except 
admits that on August 13, 1970 the Exchange named five firms 
(including Blair) which had terminated their public business 
during the previous several months and admits that a liquidator 
was appointed for Blair on September 25, 1970. 

31. Denies the allegations in paragraph 55 except 
admits that an involuntary petition in bankruptcy was filed 
against Blair on or about September 29, 1970 and refers to 
that petition for a complete statement cf its contents, and 


admits that Blair's liquidation has continued. 


32. Denies the allegations in paragraph 57 except 
admits that the Exchange approved plaintiffs as purchasers of 
securities of Blair and refers to the rules of the Exchange for 
a complete statement of the requirements for approval of persons 
who purchase securities of member organizations. 

33. Denies the allegations in paragraphs 58, 59, 60, 
61, 64, 65, 66, 69, 70, 73, 74, 75 and 76. 

34. Denies the allegations in paragraph 79 except 
admits that the Exchange has filed the agreement required by 
Section 6(a) (1) and refers to the agreement for a complete 


Statement of its contents. 


35. Denies the ailegations in paragraphs 80, 81 and 82.| 

36. Denies the allegations in paragraphs 35 and 86 | 
except admits the Exchange filed with “he Securities and Exchange | 
Commission the data required by Sections &(a) (2) and 6(a) (3) ane 
has filed the agreement required by Section 6(a)(). : | 

37. Denies the allegations in paragraphs 87, 38, 39, 92, 

93, 94, 95, 96, 99, 100, 101, 104, 105, 106, 109, 110, 113, 114, 
117 and 118. 

38. Denies the allegations in paragraph 119 except 
admits that the Exchange amended Rule 313 in 1971 and refers to 
that amendment for a complete statement of its contents. 

39. Denies the allegations in paragraphsl20 and Lake 

40. Denies the allegations in paragraphs 124, 128, 126 


and 127 insofar as they relate to the Exchange and denies knowl- 


thereof insofar as they relate to other defendants. 


41. Denies the allegations in paragraphs 128, 129, 130 


' 
| 

i 

| 

| 

| 

| 

' 

edge or information sufficient to form a belief as to the truth | 
| 

| 


42. Denies the allegations in paragraph 134 except 
admits that the Exchange is a self-requlatory body and refers to 
Article I, Section 2, its Constitution for a complete statement 
of its objects and purposes. i 


42. Denies the allegations in paragraph 135, 136 and 


Pirst Defensa 
Each of the claims asserted in the complaint is 


applicable statute of limitations. 


Second Defense 
Counts V, VI, VII, VIII, IX, X and xIl fail to 


istate a claim upon which relief can be granted. 


Third Defense 


46. Plaintiffs lack standing to assert the claims 


3 
based on Section 6 of the Securities Exchange Act of 1934. 


New York, N.Y. 
July 9, 1975 


MILBANK, TWEED, HADLEY & McCLOY 


(A Member o7/the firm) 
l Chase Manhattan Plaza 
New York, N.Y. 10005 
Attorneys for Defendant 
New York Stock Exchange, Inc. 
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UNITED STAVES DISYRIC?T couRT 
SOUTHER:] DISTRICT OF NEW YORK 


JAMES ARNEIL, VERNON A. STOCKWELL, 
Plaintiffs, : 75 Civ. 1766 (CLB) 


~against— : ANSWER OF DEFENDANTS 
JAMES 3. RAMSEY, JR., 
JAMES B. RAMSEY, JR., OLIVER Dec. : OLIVER NeG. VANDERBILT 
VANDERBILT, WILLIAM M. LENDMAN , AND WILLIAM M. LENDMAN 
BLAIR & CO., INC., THE NEW YORK : 
STOCK EXCHANGE, 


Defendants. 


Defendants James B. Ramsey, Jr. ("Ramsey"), Oliver 


beG. Vanderbilt ("Vanderbilt") and William “@. Lendman ("Lendman") 
by their attorneys, ililgrim Thomajan 2 Jacobs Professional 


Corporation, for their answer to the complaint: 


1. Deny the allegations contained in paragraph 1 except 


admit that jurisdiction is alleged under the statute referred to. 


2. Deny the allegations contained in paragraphs 7 


3. Deny the allegations contained in paragraph 
10 except admit that Blair acquired certain assets and assumed 
certain liabilities of Schwabacher, a California partnership, 


on Fevruary 28, 1969. 


4, Deny the allegations contained in paragraph 1l 
except admit that the New York Stock Exchange ("Exciange"™) 
conducted a cost consultation with Blair on or atout September 
13, 1968, prepared a report of that consultation dated September 


17, 1963, and refer to that report for its contents. 


5. Deny the allegations contained in paragraph 13 
except admit that Blair was considering the acquisition of the 


domestic branch offices of A.L. Stamm & Co. 


6. Deny the allegations contained in paragrapin 16 
except admit that at some point in time prior to 1968 
Scnwabacher converted its bookkeeping operations to the Midwest 


Service Bureau. 


7. Deny knowledge or information sufficient to form 


a belief as to the truth of the allegations contained in para- 


graphs 17, 1d, 20 and 21. 
8. Deny the allegations contained in paragraph 22. 


9. Deny the allegations contained in paragraph 23 
except admit that on several occasiors during 1966, 1967 and 1968 


Schwabachner had short security differences. 
10. Deny the allegations contained in paragraph 24. 


ll. Deny knowledge or information sufficient to 
form a belief as to the truth of the allegations contained 


in paragraphs 25 and 26. 


12. Deny the s.tegations contained in paragraph 


13. Deny the allegations contained in paragraph 29 
except acmit that Blair submitted a purchase and escrow agree- 
ment dated as of February 17, 1969 between Blair, Schwabacher 
and Schwabacher's general partners, limited partners and sub- 
ordinated lenders to the Exchange and that Blair was advised 
that the Exchange did not object to the consummation of such 


agreements. 


14, Deny the allegations contained in paragraphs 
30 and 31 except admit that Schwabacher had violated certain 
Exchange rules relating to recordkeeping, audits, supervision 
and control and business practices, and that certain restrictions 
imposed by the Exchange contained in force against the 


Schwabacner division of Blair. 


15. Deny the allegations contained in paragraphs 
32 and 33 except admit that Blair acquired certain assets and 
assumed certain liabilities of Schwabacher on February 23, 1969 
at which time Blair was being examined by the Exchange as to its 


compliance with the Jet Capital Rule as of May 31, 1968. 


16. Deny the allegations contained in paragrapn 
34 except admit that Blair published an advertisement at or 
about the time it acquired Schwabacher, and refers to the 
advertisement and the rules of the Exchange concerning advertise- 


ments for a complete statement of their contents. 
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17. Deny the allegations contained in paragraphs 
25, 36,.37, 38 and 39. 


18. Deny knowledge or information sufficient to 


form a belief as to the truth of the allegations contained 


in paragraphs 40 and 41. 


19. Deny the allegations contained in paragraphs 
42 and 43 and refers to those documents for a statement of 


their contents. 
20. Deny the allegations contained in paragraph 44. 


21. Deny the allegations contained in paragraph 45 
except admit that certain provisions of tne Exchange's Constitu- 
tion and Rules are intended to protect customers of member 


organizations. 


22. Deny knowledge or information sufficient to 
form a belief as to the truth of the allegations contained in 


paragraphs 46, 47 and 48, 


23. Deny the allegations contained in paragraphs 49 
and 50 and refers to the independent auditor's report for a 


complete statement of its contents. 


24, Deny the allegations « ‘ntained in paragraphs 
51 and 52 except admit that on August 23, 1969 the Securities 
and Exchange Commission publicly issued Exchange Act Release No. 
6677 and refers to that release and to Blair's report pursuant 


to Rule X-17A-5 for a complete statement of tueir contents. 


25. Deny the allegations contained in paragrapn 33. 


26. Deny the allegations contained in paragrapn 54 
‘except admit that on August 13, 1970 the Exchange named five 
firms (including Blair) which had terminated tneir public business 
and admit that a liquidator was appointed for Blair on Septemoer 


25, 4970. 


27. Deny the allegations contained in paragrapn 55 
except admit that an involuntary petition in bankruptcy was 


filed against Blair on or about September 29, 1970. 


238. Make the same answer to paragraph 56 as they 


did to the allegations 


29. Deny the allegations contained in paragrapn 57 
except admit that the Exchange approved plaintiffs as purchasers 
of securities of Blair and refers to the rules of the Exchange 
for a complete statement of the requirements for approval of 


persons who purchase securities of member organizations. 


30. Deny the allegations contained in paragrapns 


53, 59, 60 and 61. 


31. Make the same answer to paragrapn 63 as they did 


to the allegations therein incorporated. 


32. Deny the allegations contained in paragraphs 64, 


65 and 66. 


5. Kid 


& 


33. Make the same answer to paragraph 63 as they 


to tne allegations therein incorporated. 


34. Deny the allegations contained in paragraph 69 


35. Make the same answer to paragraph 72 as they 


to the allegations therein incorporated. 


36. Deny the allegations contained in paragraphs 


Th, TS and 76. 


37. Make no response to the allegations contained 
in peragraphs 73 to and including 122 and 133 to and including 
137 as no claim for relief is asserted therein as against the 


answering defendants. 


38. Make the same answer to paragraph 123 as they 


did to tne allegations therein incorporated. 


39. Deny the allegations contained in paragrapns 


324, 125, 126, 127, 126, 229, 230 and 231. 
First Defense 


Each of the claims asserted in the complaint is barred 


by the applicable statute of limitations. 


’ : Me 
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Second Defense 


Counts I, II, III, IV and <iI fail to state a claim 


upon which relief can be granted. 


WHEREFORE defendants Ramsey, Vanderbilt and Lendman 
demand judgment dismissing the Complaint together with the 
costs and disbursements of this action. 

Dated: WNew York, New York 
October 21, 1975 
) MILGRIM THOM JAN & JACOBS 


25 Broadway 

New York, New York 10004 

Tel.: (212) 952-9491 

Attorneys for Defendants 

Ramsey, Vanderbilt and Lendman 


Tom enti 
COURT 


ISTRICT OF NEW YORK 


amacy 
ee 


Plaintiffs, 
~against- 


JAMES 8B. RAMSEY, JR. 
VAIDERBILT 
SLAIA.& Co. 


rer eyes fe 
6 eth deb whe 
Pars 


a tite, 


STOCK EXCHANGE, 


PLEASE TAKE NOTICE, that upon she Summons and Complaint 
> , | 


| Rule 9(g) Statement, Exhibits and ‘temorandun of Law aanexed 

| hereto, defendants James 3. Ramsey, Jr., Oliver JeG. Vandersil 
and ¥ililiam 4. Lendman will move this Court vefors the Yonorable 

| Charles L. Brieant, Jr., a Judge of tnois Court, in such 
Courtroom as he shall then be presiding, at United States 


Court House, 7oley Square, New York, ‘lew York, on January 
11976 at 9:30 A.M. or as soon thereafter as 
jheard, for summary judgment in favor of said defendants on 
| the ground that all claims for reiitef nurportedly asserted 
ita the Complaint are barred by tne snree-ycar statute of 
limitations of the State of ‘lashington. 

jYated: “aw Yori:, Jew. foriz 

Vecember 15, 1975 
Yours, etc. 


MILGRIM THOMAJAN & JACO3S 
Professional Corporation 
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UNITED STATES DISTRICT COURT 
SOUTHERN DISTHICT OF NEW YORK 


Plaintiffs, 


~against- 


i JAMES B. RAMSEY, JR., OLIVER Dea. 


VANDERBILT, WILLIAM il. LENDMAN, 
BLAIR & CO., INC., THE NEW YORK 


STOCK EXCHANGE, 


Defendants. 
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STATEMENT OF DEFENDANTS VANDERBILT, 
RAMSEY AND LENDMAN PURSUANT TO Ge 
RULE _9( AS TO FACTS NOT 


Defendants James 3. Ramsey ("Ramsey"), Oliver Dec. 


i Vanderbilt ("Vanderbilt") and William N. Lendman ("Lendman") 


have moved for summary judgment pursuant to Rule 56(0) of 


tne Federal Rules of Civil Procedure. 


In accordance with Sule 9(g) of tne General Rules 


i of this Court, we respectfully submit the following statement 


of material facts as to which it is contended that there 


is no genuine issue to be tried: 


1. Plaintiffs are, and have continuously been since 


| 1969, residents of the State of Washington. 


i 


2. Prior to, and since 1969, plaintiffs have each 
maintained securities accounts and ‘ave regularly engaged in 


the purchase and sale of securities. 


3. In 1969, plaintiffs each had a net worth in 
excess of $1,900,900 and eaca earned in excess of $100,000 | hal 


annually. H 


4, Wr. Arneil was, in 1969, and is'at present, a 


practicing attorney. 


e 


5. Mr. Stockwell was, in 1969, and is at present, 


the general manager and half owner of two orchards. 


6. Neither of the plaintiffs ever spoke to Messrs. | 
Ramsey, Vanderdilt or Lendman in connection with the transaction 


in suit. 


7. All of the conversations with respect to the : 


| transaction in suit were had by telephone to or from plaintiffs' 


offices or residences in Washington... 


8. communications were addressed *o and 


All written 


received by plaintiffs at their offices or residences in 


Washington and all itten communications to Slair were mailed \ 


by plaintiffs from Washington. 


Plaintiffs executed the agreements in connection 


9. 


with the transaction in suit in the Stace of Vashingson and 


mailed them to defendant Blair on April 16, 1969. 


10. Plaintiffs paid for their purchase of the | of 
Blair stock with funds drawn by them on their Vasnington 


Dank accounts. 


ll. In 1970, plaintiffs received, among other 


things, the following: 


1. A letter from Blair to its stockholders 
advising that a substantial amount of senior 
capital was oadly needed on a long-term basis 
and that the stock of Blair had no book value. 


2. A letter from Blair advising tnat over 

311,000,000 of subordinated accounts were 

converted to cash in April of 1970-to provide 

working capital. 

3. A letter from Blair which stated that Blair 

was not in capital compliance with the .ew 

York Stock Exchange rules and that operating 

restrictions had been imposed upon 3lair. 

4. A letter from Blair advising that plaintiffs’ 

Subordinated accounts were to be convarted to 

cash in connection with a Waw York Stock Exchange 

ordered sale or closing of all S3lair's oranch 

offices. 

l2. On July 23, 1970 plaintiffs wrote to Blair 
in connection with their purchase of Blair stock and their 
subordinated accounts and stated, among other things, that 
proper disclosure of the affairs cf 3lair 4 Co. had not been 
made to plaintiffs and that the extreme critical nature of 

Blair's problems were not known to plaintiffs until that 


time. 


13. On or about August 21, 1970 a lawyer engaged 


7 dy plaintiffs attended a mesting of Blair's subordinated 


j lenders, which meeting had been called by “Mr. John P. Foley, 


14. On or about September 25, 1970 plaintiffs were 
advised by Blair, in writing, that a liquidator had been 


i appointed for Blair. 


15. On September 29, 1970 an Involuntary 
tn Bankruptcy was filed against 3lair in the United 


District Court for the Soutnern District of New Yorx. 


16. Tats action was commenced dy the 


and Compiaint on April 11, 1975. 


iWILGRIC THOMATAS & 
Professional Corpor 


a iie@mbe 
Attorneys 
Ramsey, Vanderbilt and 
Lendman 
25 Broadway 
dew York, Hew York 10004 
Tel.: (212) 952-3491 
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SUMMONS IMA CIVIL AGC ON mm Maibe How, (6409) 


Uuitenh Stutes District Court 
FOR THE 


SOUTHERN DISTRICT OF NEW YORK 


Civil. ACTION Fite No. 


JAMES ARNEIL; VERNON A. STOCKWELL, prt 
: 221-8 


SUMMONS 


JAMES B. RAMSEY, JR., OLIVER DeG. VANDERBILT, 
WILLIAM M. LENDMAN, BLAIR & CO., INC., THE 
NEW YORK STOCK EXCHANGE, 


Defendant $ 


To the above named Defendant s: 
You are hereby summoned and required to serve upon 


re Spengler Carlson Gubar & Churchill 


"" 


a 


'; o 
i gi 
datntitr’s attorney 8, whose address 


280 Park Avenue, New York, New York 10017 


an answer to the complaint which is herewith served upon you, within 20 days after service of this 
aummons upon you, exclusive of the day of service. If you fail to do so, judgment by default will be 


taken against you for the relief demanded jn the complaint 


emery oem et 


a iattewtnh) ¢ _ 5 
RSs Oe 2 adder L the ll 


Ber 


Deputy Clerk. 


[Seal of Court] 


= ee ne “me 


IISTURN ON SHICVICE OF WRIT 


-~ =X 
I hereby certify A rutarn, shat un the éa7 of 


] received this summons and served it togclher wilh the compluint herein as follows: 


MARSHAL’S FEzS he ill 
Travel _. $ United Slates Marshal. 


Serviee BP cece ater aai ee eae roamae le 


Deputy United States Marshal. 


Subscribed and sworn to before me, a this 
day of sas 


[SEAL] 


Note:—Afidsvit required only if services is made by a persea other than a United States Marshal or his Deputy. 


= a} 


frict Gouct 


is 
Attorney for Plaintiff 


FOR THE 


Cet Sd—8. 89-90. 208.000 6306 


YL ieee a ceo lester 
SUMMONS IN CIVIL ACTION 


United Alates B 


Returnable not later than 


after service. 


NITED STATES DISTRICT COURT 


SOUTUERN DISTRICT OF NEW YORE 


owewww nna s eo mens ae ee we = 


JAMES ARNEIL; VERNON A. STUCKWELL, 


Plaintiffs, COMPLAINT FOR VIOLATIONS 
v. t ‘ * OF THE SECURITIES LAWS OF 
THE UNITED STATES 
JAMES B. RAMSEY, JR., OLIVER DeG. 
VANDERBILT, WILLIAM M. LENDMAN, i 
BLAIR & CO., INC., THE NEW YORK DEMAND FOR JURY TRIAL 
STOCK EXCHANGE, airs 


Defendants. 


| 

| 

acy eee = ie ee a | 
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Plaintiffs for their complaint by.their attorneys alleg 
JURISDICTION AND VENUE 
“1. Jurisdiction is conferred on this Court by Section 
27 of the Securities and Exchange Act of 1934 ("The Exchange 
| act") 15 U.S.C. §78aa. . 

2. James B. Ramsey, Jr. ("Ramsey") was during part 
of the time relevant herein the President of Blair & Co., Inc. 

3. William M. Lendman ("Lendman") was during part of 
the time relevant herein the President of Blair & Co., Inc. 

4. Oliver DeG. Vanderbilt ("Vanderbilt") was at all 
times celevant herein the chairman of the Board of Directors of 
Blaic & Co., Inc. 

5. Blair & Co. Inc. ("Blair") wat at times relevant 

dherein a Deleware corporation with its principal place of business 
in New York City within the State and Southern District of New 
i York. 

6. The New York Stock Exchange ("N.¥.S.E.") is a corm 
poration incorporated under the New York not-for-profit corzcera- 
tions law with its principal place of business in New York city, 

bwithin the State and Sourthern District of New York. 


7. James Arcneil ("Arneil”) is an individual who with= 


in the six (6) years immediately passed purchased securities of 


| 
Blair. 

8. Vernon A. Stockwell ("Stockwell") is an individual 
who within the six (6) years immediately past purchased securi- 
ties of Blair. ; 

HISTORY AND BACKGROUND OF BLAIR & CO., INC. 

9. Blair was a Delaware corporation incorporated’ in 
1947 as the successor to a Seis business. Blair was a long time 
member of defendant N.Y.S.E. and other atock exchanges and was 
engaged in the stock brokerage and underwriting business. 

10. In or about 1967 Blair commericed an expansion pro- 


gram which continued through its acquisition of Schwabacher & Co. 


a California partnership ("“Schwabacher"), in oc about March of 
1969. 

qa. On or about September 13, 1968, defendant N.Y.S.E. 
conducted a cost consultation with Blair. A report of the consul-+ 
tation dated September 17, 1968, disclosed the N.¥.S.E. considerce 
analysis of income per employee to be important. The report. dis- 
closed, as a result of expansion, Blair ranked 24th and last in 
their group of firms in gross income per employee and general 


partner at that time. iP 


13. Im oc about August, 1968, the N.¥.S.E. was Gidweek 
that Blaic was considering the acquisition of the Hiami Beach and: 
Palm Beach, Florida offices of A.L. Stamm & Co, The Assistant Did 
rector of the Department of Member Firms of the N.Y.S.E. theceupon! 


reported to the Director of the Department of Member Firms that he; 


did not believe that Blair could handle the Stamm acquisition and | 


that he was not convinced the N.Y¥.S.E. should permit it. 4 
| 


14. In or about September, 1968, Slair, with the appro- 
val of the N.Y.S.E., acquired the Miami Beach and Palm Beach, Flo-! 
rida offices of A.L. Stamm & Co. and in or about November, 1968, 
Blair acquired the Worcester, Massachusetts office of Hayden Stone; 


nQe 


ine. with the approval of the N.Y.S.E&. 
HISTORY AND BACKGROUND OF SCIWAGACUER & CO. 


15. Schwabacher , was a California partnership en- 


member organization of the N.Y.S.E. since about March ‘, 1930. 
By 1968, they conducted a diversified securities business from 
their main office in San Prancisco, California and 15 branch 


gaged in the securities brokerage business, which had been a 
offices. 


16. In or about January 1966, Schwabacher converted it 


bookkeeping operations to an outside service known as the Nidwest 


Secvice Bureau. In or about April 1966 it was reported ‘to the 


N.Y.S.E. that the conversion was not proceeding smoothly and in 


or about October 1966, as the result of an audit, the N.Y¥.S.£.° 
learned that short security differences were almost $14,000,000 
indicating a substantial failure to keep accurate cecords. 

17. The N.Y.S.E. pursuant to its rules cequized the 
filing by Schwabacher of answers to a regular financial aici aie 
naire as of October 28, 1966. The answers were not received by ue 
N.¥.S.EB. until about March 3, 1967, 93 days following the origina 
due date. When received, the answers showed shoct secucities dif 
ferences amounting to more than $2,300 ,000 and the securities not} 
properly segregated amounting to more than $6,800,000. 

18. In or about September of 1967 a N.Y¥.S.£&. Examiner 
reviewed ‘Schwabacher 's records and submitted a 6S5-page ceport of 
record keeping deficiencies which was then the longest report 
ever produced as the result of an Examiner's visit. The ceport 


S| dealt with out-of-balance conditions, errors in submitting finan- 


ties in the firm's safekeeping box, excessive “edits” representinc 


i} 
' 
cial questionnaires, commingling of partner and customer securi-~ | 
% 
errors of input to the Midwest system, inadequate attention to : 

s 


customers' unsecured debits and short positions, inordinate delays 
: | 
in COD deliveries, inordinate delays in payment of customers, ; 


si NS ila ) ; t 


laxity in transfer in cases of sales of non-negotiable securities 


| 
{ 
a: 7 ' 
security cc lifferences, under-segregation in margin accounts,’ 


failure to segregate fully paid-for securities in cash accounts, 


deficiences in accomplishing shipping instructions, delays in cat 


gin department release of transfer ‘instructions and cage proces- 
sing of transfer instructions and segregation instructions, un- 
authorized release of segregated securities, lack of control of 
excessive fails, unreconciled clearing house accounts and brokers 
accounts, a breakdown in new accounts procedures resulting in 
loss of control and commingling of customers securities without 
consent in bank loans, commingling of partners securities with 
customers in bank loans, unreconciiled suspense accounts, and the 
loss of dividend department control. 

19. Commencing in or about February, 1968, defendant 
N.¥.S.E. imposed restrictions on Schwabacher including the. pro- 

i hibition against the hiring of new registered representatives, . 
reduction of volume of business, prohibitions against new under- 
writing committments, prohibitions against the expansion of 
its business and prohibition against advertising. 

20. In or about March, 1968, the N.¥.S.E. received a 
report from Schwabacher's independent auditors stating that an 
examination of Schwabacher's financial condition as of October 
27, 1967 had been completed but that there remained many unre- 
solved money and security position differences so that it was 
not possible te determine with reasonable accuracy the effect 
corrections vould have upon Schwabacher's capital. 

21. %In of about November of 1968, in another examina- 
tion, the N.¥.S.£. found approximately 31,000 "edits" indicating | 
serious cecord~keeping errors which needed correction; more than 
$7,500,000 of unreconciled trades; monthly figures showing fail- 
ure to deliver or receive securities traded as reported to the 


Exchange were inaccurate by as much as $6,000,000 or $7,000,900; 


“* 

dividend conditions on customer securitics could not be gene. 
control had been lost over a major bank account, and that 10 ia, 
pense accounts of the New York office were out of control. | 

22. Answers to a financial questionnaire based upon an 
audit by Schwabacher's independent auditors as of August 30, 1963) 
submitted to the N.¥.S.E. about November 20, 1968, indicated 
Schwabacher's records were in even worse condition. Schwabacher 
had earlier submitted an operations questionnaire as of August 30 
1968, the audit date, showing unreconcilled long and short secur-| 
ity differences amounting to more than $4,800,000 and vi see 
respectively. The auditors financial questionnaire as of the me 
date showed the market value of these differences to be more chan] 
$7,700,000 long and $7,100,000 short. The auditors stated in | 
their report that differences to a considerable extent were the | 
result of the unsatisfactory condition of the accounting records 
and material inadequacies in the internal accounting controls. 

23. On several occasions during 1966, 1967 and 1968 
Schwahacher had short security differences which, if charged as 


they shculd have been against their net capital, would have re~ 


to be enforced for the protection of investors. 


THE ACQUISITION OF SCHWABACHER BY BLAIR 


| 
j 
‘ 
sulted in violations of the N.¥.S.E.'s net capital rule intended | 
‘ 
' 


24. Approximately 2 years prior to the merger in arch 
of 1969, expliocatory merger discussions had taxen place but had 
broken off and were not resumed until sometime in 1968. 

25. In November or early December of 1968, a decision. 


' 
i 
\ 
| 
; was made by the N.Y.S.E. that Schwabacher must merge with gucan | 
. i 
firm or sell a number of branch offices. | 


26. Schwabacher was informed by letter of December 3, 
' | 
1968 that it must informs the N.Y.S.E. by December 15, 1968 whether 


it would merge or sell a number of branch offices and that Schwaba- 


| 
cher must have an audit by an independent public accountant and 


prepare answers to a financial questionnaire no later than Decem- i 
ber 31, 1968. The audit and financisl questionnaire cequirements 
| were not met. 
27. Blair and the individual defersants, Vanderbilt, 
Lencman & Ramsey had access to the records of Schwabacher and 
j were or should have been aware of the facts set forth above con- 
cerning the status of the records of Schwabacher and the inability 
¥ ; = > — ie 
j of Schwabacher to provide audited financial information. 
28. Om or about December 13, 1968, it was publicly 
| announced that Schwabacher would merge with Blair. 
29. Subsequent to December 13, 1968 and prior to March | 


H 2, 1969, defendant N.Y¥.S.E. reviewed and approved a plan fcr marg-! 


j ec between Schwabacher and Blair. This approval was given despite! 


: the existence of inadequate records, unreconciled securities dif- 
ferences, commingling securities and insufficient information 
| from which to determine with accuracy, the capital position and 
met capital position of sochwabacher; and thus the unavailability 
i of adequate information from which to determine with accuracy the 
j capital position and net capital position of the combined firms. 
30. Schwabacher had “een in continuous violation of 
N.¥.S.E. rules relating to audits and financial reporting since 
11966. One effect of allowing the merger as was known or should 
i have been known to all defendants was to place Blair in violation 
of these same rules as to the Schwabacher division of Blair. 
31, Schwabacher had also been in violation of the N.Y./ 
is. E. rules relating to the keeping of books and records, supervi- 


sion, control and maintenance of good business practices. Another 


known to all defendants was to place Blair in violation of the 


4 
os of allowing the merger as was known or should have been 


isame rules with respect to the Schvebscher division of Blair. 
32. On or about March 1, 1969, the merger of Schwaba- 


Hcher into Blair became effective. 


( : 

33. At or about the date of the merger, Blair & Co. wae 

vider investigation by the N.¥.S.&. for a prior net capital vielae 

tion. 
34. An advertisement run by Blair in a national publi- 


| cation at or about the time of the merger, which advertisement 


} was subject to the rules of the N.¥.S.E. concerning standards for 


l advertisement and approvals of advertisements, stated in part: 


"On January 3lst, we issued a year-end cepoct pointing out 
the cemarkable differences between our: organization in 1963 
and Blair & Co., Inc. as it exists today. We believe that 
some of these comparisons are pacticularly appropriate to 
highlight the importance to the investing community of the 
new Blaic & Co. aS we expand today into 1 coast-to-coast 
investment banking and stockbrokerage complex with the addi- 
tion of the offices, facilities, business and--most important-+ 
the people of the well-). own San Francisco-based firm of 
"Schwabacher & Co., which now becomes the Western Division 
of Blair & Co. 

* Since 1964, our volume of business has increased 500% 


oe @ 


* At the end of 1964, we had 365 employees. Today, we 


have moce than 1,000, and with the Schwabacher staff 
we will have more than 1,800. 
In 1968, the dollar volume of securities distributions 
managed or co-managed by Blair & Co. increased by some 
500% over 1964 total. With the addition of Schwabacher's 
investment management team, and their familiarity with 
corporate finance, we expect these statistics to show. 
even greater growth. 

* We had 16 offices in 1964. Yesterday we had 31. Today 
we have 47 offices to serve individual, institutional 


and corporate investors from Honolulu to Boston. 


Of course our mcger witn Schwabacher dqnes more than just ex- ; 
. 


pand our statistice. It adds important services and capabili-~ 


For all of these reasons, we think tha: stock in Blair & Co. 

would be an excellent "crowth” investment...if it were avail- 

able to the public. It isn't, regrettadly, although a grow- 

ing number of our emplovees have exercised their privilege 

to become Blair & Co. stockholders. .. ." (emphasis par- 

tially added) 

_SALE OF SECURITIES TO PLAINTIFFS AND SUBSEQUENT OC died dane 

35. A substantial part of the net capital of biais; i 

remaining company after the merger, wes short- -tecn, temporary’ 
debt capital which impeciled the stability of the firm's financial, 
and net capital positions. Accordingly, in connection with the 
acquisition of Schwabacher by Blair, persons inside Blair, includ- 


ing, but not limited to Vanderbilt, Lendman and Ramsey (“the in= 


siders") whose capital was then at risk concluded it wus advisable} 
that additional capital be obtained by Blair from and after March 
1, 1969. One effect of doing so, as all defendants were aware, 
was to facilitate removal of risk capital by insiders. 


: ties. . « « 

In short, we oelieve we, have made a giant step forward in our 
program of qualitative growth. We offer you more, approved, 
facilities and services~-and the staff to implement them. 
| | 


36. To obtain the desired additional capital, it was 


i 


4 
| decided + Blair and the insiders with the knowledge and appro- 


val of defendant N.Y¥.S.E. that securities of Blair be sold to 

ioutside investors. 

i 37. In and atter the first quarter of 1969 a plan or 
plans for the obtaining of subordinated capital through the sale 

jot becurities were submitted to defendant N.¥.S.E. and approved 


by said defendant. Said plans included the sales of securities 


cone ee a ee ee ne Te 


} 

\ 

I cor which registration was required, pursuant to The Securities 
fi 

i 


' 
aad the Exchange Act; however, no provision was made 


: 
‘vid plans for the registration of said securities cr the dis-': 


Louure of material facts concerning the records and financial 


i. | 
condition of Schwabacher and the records and financial condition 


of Schwabacher on Blair which a reasonable investor might have 


considered important. 


38. In addition, no provision was made in said plan 


for the disclosure of risk factors which would be required by a 
registration statement oc required even tn the absence of ragis- 
tration. 

39. Commencing in early 1969, pursuant to the afore- 
said schema and plan to obtain capital from outsiders, plaintiffs 
were solicited to purchase securities of Blair. [It was repre- 
sented to plaintiffs that investment in Blais was a bade and” 


excellent investment, that Blair would likely go public with a 


“Wf cesulting profit te plaintiffs and that plaintiffs would be eli- 


gible for special private placement issues, warrants and spin 


offs. Plaintiffs were further informed that in order to be eli- 


i gible to purchase cummon and preferred shares of Blair they 


must place subordinated capital into Blair through a contribution 


J of cash or marketable secur :ies in exchange for secured demand 


notes from which notes they could also expect a profitable return.: 


40. at no time prior to purchase was disclosure made 


usecurities of Blair, including but not limited to the following 


| material information a reasonable investor might have considered 


q 


important in making his decision: 
ta) financial information concerning the Schwabacher divi- 
sion of Blair and thus tne overall financial position of 
Blair; 
(Db) the chaotic conditions of the records of the Schwabachar 


division of Blair and thus of Slair itself; 


ne nenetilitien! 


BEST COPY AVAILABLE 
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(c) the status of subordinated capital of insiders and 
ether investors; 

(a) prior and continuing serious violations of the Exchange 
Act and the rules of the Securities and Exchange Commis- 
sion issued thereunder by Schwabacher and Blair; and 
prior and senkinetng serious violations of the consiti- 
tution and rules of the N.Y.S.E. by Schwabacher and 


Blair. 


41. Plaintiffs on or about April 15, 1969 executed S08~ ee 


uments provided by Blair in connection with the aforesaid trans- | 
action. 
42. According to the terms of the documents executed 
| by plaintiffs, they could not complete theic purchase until ap- 
proved as purchasers of Blair securities by the N.¥.S.2. as the 
| sale and ownership of securities in Blair and other members was 
regulated by the N.Y.S.E. 
43. Included among documents returned to Blair on or 
about April 15 were N.Y.S.E. long form Allied Member or Non- 


Member applications, N.¥.S.E. Financial Supplements to their 


a 


applications and Stockholders Agreements with Exchanges. The 
i date of plaintiffs' approval by che N.Y.S.E. and thus purchase of 
1 securities of Blair is not known but is believed to be in or 
subsequent to June, 1969. 

44. The agreement with plaintiffs and each aspect 
thereof constitutes a security or securities within the meaning 
of §3(10) of the Exchange Act, 15 U.S.C. $78¢(a)(10) 

THE N.¥.S.8.'S FAILURE TO ENFORCE THE EXCHANGE ACT, 
ITS CONSTITUTION AND RULES 


45. The N.Y.S.E.'s Constitution and Rules ("rules") 


eee i ee 


are intended to protect investors and benefit the public, includ- 
ing plaintiffs. The making of rules carries with it the obliga- 


tion to enforce the rules and to maintain an adequate staff and 


~ 

46. On or about February 17, 1969, just prior to the 
merger, the Department of Member Firms of the N.Y¥.S.&. privately 
reported to the Board of Governors of the N.¥.S.&. concerning 
charges and admissions of violations by Schwabacher and its Gen- 
eral Partners of Rule 440 and Securities and Exchange Commission 
Rule 17a-3 (books and records), Rule 402 and Securities and Ex- | 
change Commission Rule 8-1 (hypothecation of customer eed 
Rule 342 (supervision and dances, Rule 401 (good business prac- | 


tice) and Rule 417.11 (audits). In the same document, the Depart-| 


ment of Member. firms, charged Schwabacher and. its partners with 
wi 


violations of Rules 440, 402, 342, 401 and 417.11, and Securities 


and Exchange.“Commission Rules 17a-3 and @c-1l. In addition, Al- | 
bert £. Schwabacher, Jr., was separately charged with a violation 
of Rule 342 and all were alleged to be subject to discipline under! 
Sections 6, 7, 10 and 16 of Article XIV of the N.¥.S.E. Constitu- 
tion. 

47. The N.Y.S.E. failed to mect its obligation to 
plaintiffs with respect to the following cules, among others, 


N.Y.S.E. Constitution Articles XIV §§ §, 7, 10 and 163 NiY.S.E. 


Rules 313, 325, 342, 401, 402, 417, 419, 440 and 471. 


48. The N.¥.S.E. failed to meet its obligation to 
plaintiffs to prevent violations of sections 8(c), 10(b) and 
17(a) of the Exchange Act and the cules of the Securities and 
Exchange Commission issued thereunder. 

PURCHASE Of BLAIR SECURITIES 

49. It had not been possible for a long period prioc 
to the merger to obtain audited, reliable financial information 
about the condition of Schwabacher & Co. nor was it pessible to 
obtain audited, reliable information concerning the financial 


| condition of the Schwabacher Division vf Blair and thus the over- 


ali positiscna ir subsequent to the merger at least until 


; well into 1970, if at all. 


50. At the time of and subsequent to the merger, the 

N.Y.S.E. failed to enforce its rules and regulations and the Ex- 
change Act by excusing preparation and distribution of a required 
statement of financial condition and permitting the audit of 
Blair as two separate divisions at two separate times for 1969. 
Blair failed to comply with the N.¥.S.E. rules and the Exchange 
Act. In fact, it was not possible to audit the Schwabacher divi- 
sion of Blair because of the disasterous state of the records. 
The independent auditors’ report stated: 

"The Boacd of Directors 

Blair & Co. 

The accompanying statement of financial condition of 

Blair « Co., Ine. at September 26, 1963 represents a 

combination of the respective statements of financial 

condition of its two divisions, Blair, formerly its 

only operations, and Schwabacher, acquired during the 

Y@SE. 2 se 

as explained in Note 1, the scope of our examination was 

restricted to the books and records of Blair Division and 

did not include a determination as to whether or not there 

were financial transactions recorded in the booxs and re- 

cords of Schwabacher Division which affected its Blair 

Division. ... 

The statement of financial condition of Schwabacher Divi-~ 

sion at September 26, 1969 (not shown separatcly) was pre- 

pared by the Company. Inasmuch as we did not make an exami- 

nation of it in accordance with generally accepted auditing 

standards nor of any of its financial transactions since 


June 27, 1969 (referred to below), we express no opinion 


ae 


& : ( 


"thereon. We did examine a statement of financial condi- 
tion (as set forth in its Answers to Financial Question- 
naire) of the Schwabacher Division at June 27, 1969 and 
reported thereon under date of August 15, 1969. That 
examination was made on the same basis and our opinion 
was qualified with respect to the same matters as de- 
scribed above for the Blair Division. 

Inasmuch as we did not make an examination in accordance 
with generally accepted auditing standards at a single 
date for both Blair Division and Schwabacher Division, 
whose individual statements of condition are combined 

in the accompanying statement of financial condition of 
Blair & Co., Inc. at September 26, 1969, as explained 
above, we were unable to express an opinion thereon. 

It is our opinion, however, that the combined statement 
has been properly compiled.” 

Sl. On or about August 28, 1969, Securities and Ex- 
change Commission Release No. SEA 8677 was publicly issued ac 
cepting an offer of settlement wherein Schwabacher and Albert 

j E. Schwabacher, Jc. admitted willful violations .of the record=- 
| keeping, reporting and hypothecation provisions of the Exchange 
Act (§§8(c) and 17 (a); Rules Be-l(a)(2), 17a-3 and 17a-5). 
52. The 194% figures supplied by Blair to the Securi- 
\ties and Exchange Commission on the report required by Rule X- 
4 17A-5 indicated that it had no reserves to cover in excess of 
t $2,000,000 in shoct differences. 
83. Commencing in January of 1970 Blaic began to cut 
4 back its operation and investigate various merger possibilitics. 
$4. On or about August 14, 1970 defendant N.Y.S.E. 
named five firms (including Glairc) who were in serious peril, and 


lon or about September 28, 1970 4 liquidator was named to wind un 


y che business of Blair. 
t 


. 1 
55. On or about September 30, 1970 a petition was filed 


in the United States District Court asking that Blair be placed ; 
in involuntary bankruptcy and that a receiver be appointed lead- | 
ing to the eventual liquidation of Blair for the benefit of ies 
tors and in a fashion which returned none of the consideration i 
paid by plaintiffs for their securities. Thereafter, the Liquide 
tion of Blair has continued and does now continue with defendant 
N.Y.S.3.'s Special Trust Pund as the current liquidator. 
COUNT I eas, 
VIOLATIONS OF SECTION 10(b) OF THE EXCNANGE ACT OF 1934, 15 
U.S.C. §78(3)(b) AND RULE 10b-5 PROMULGATED THEREUNDER 

17 C.F.R. 240.10b-5 AGAINST ALL DEFENDANTS 

56. The allegations of paragraphs 1 through 55 are 
realleged and incorporated by reference herein. 

57. Plaintiffs were required to apply for approval and 
were approved by defendant N.Y.S.E, in order to purchase the se- 
fcurities of Blaic. 


58. Defendant N.Y.S.E., by its acts, induced and en- 


couraged plaintiffs to purchase the securities of Blair. 


59. Defendants Vanderbilt, Lendman and Ramsey partici- 
ipated in the planning and effectuation of the scheme and plan to 
ie capital for Blair by the sale of securities to outsiders 
acai: plaintiffs without registration of the securities or 
i disclosure of material information. 

‘60. By use of the means and instrumentalities of inter- 


state commerce (transportation and communication) and the United 


ties, defendants and each of them have: 
(a) employed devices, schemes and artifices to defraud; 


(b) omitted to state material facts necessary in order 


| 
| 
| 
States Mails, in connection with the purchase and sale of securi~ | 
\ 
' 
' 
‘ 
1 
i 


to make statements made, in light of the circumstances | 


under which they were made, not misleading; and 


ria 


St race ARE, 


( 


(¢) engaged in acts, practices, and a tearus 
ness which operated as a fraud and deceit upon plain- 
tiffs. As a result thereof, defendants thereby vio~ 
lated Section 10(b) of The Exchange Act and the Regu- 
lations issued by the Securities and Exchange Com- 
mission pursuant to that Section. 

6l. As a cesult thereof plaintiffs and the class have 
been damaged in the amount of — highest value of their invest- 
ment in the securities of Blair. 

62. Wherefore plaintiffs pray judgment as hereinafter 
set forth. 

COUNT IT 
‘AIDING AND ABETTING, A VIOLATION OF SECTION LOCH) OF THE 
EXCHANGE ACT AND RULE 1l0b-5 PROMULGATED THEREUNDER AGAINST 
DEFENDANTS VANDERBILT, LONDMAN, RAMSEY AND N.Y.S.E. 
63. The allegations of paragraphs 1 through 55 and 


are realleged and incorporated by reference herein. 


eae 


64. Blair sold its securities without registration 
sack Ove disclosures of material facts in violation of Section 


J of the Exchange Act and Rule 10b-5 promulgated thereunder. 


65. Defendants Vanderbilt, Lendman, Ramsey and N.Y.S.é. 


as set forth hereinabove aided and abetted Blair in the sale of 
its securities in violation of Section 10(b) and Rule 106-5 fro- 


mulgated thereunder. 


7 66. AS a result of defendants' conduct as above stated 


in viollation of Section 10(b)} of the Exchange Act and of the Regu- 


ETS 


s lations of the Securities and Exchange Commission issued pursuant 


to said Section, plaintiffs have been damaged in the amount of 


SSRSETIE 


theic investment in the securities of Blair. 


67. Wherefore plaintiffs pray judgment as hereinafter 


an 
6g 
tag 
thr 
oO 
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COUNT III 
CONSPIRACY TO VIOLATE SECTION 10(b) OF THE EXCHANGE ACT 
AND RULE 10b-5 PROMULGATED THEREUNDER AGAINST 
DEFENDANTS VANDERBILT, LENDMAN, RAMSEY AND N.Y.S.E&. 


68. The allegations of paragraphs 1 through 55 and 


cealleged and incorporated by reference herein. 

69. As set forth hereinabove defendants Vanderbilt, 
Lendman, Ramsey and N.Y.S.E. conspired and agreed with Slair and 
its officers and directors and Schwabacher and its officers and | 
directors to obtain additional capital for Blair through the issu-} 
ance of securities which we issued without registration and 
adequate disclosure of material facts. 

70. As a result of defendants’ conduct as above stated 
“in violation of Section 10(b) of The Exchange Act an@ of the Re- 
gulations of the Securities and Exchange Commission issued pur- 
suant to said Section, plaintiffs have been damaged in the amount 
of of the highest value their investments in the securities of 


Blair. 


71. Wherefore plaintiffs pray judgment as hereinafter 


set forth. 
COUNT IV * 
VIOLATION OF SECTION 20(a) OF THE EXCHANGE ACT 


1S U.S.C. §78(t)(a) AGAINST DEFENDANTS VANDERGILT, 


LENDMAN, RAMSEY AND N.Y.S.E. 


72. The allegations of paragraphs 1 through55 and 59, 


Te. 


ort: 


are rcealleged and incorporated by reference herein. 


rua ees: 


\ 

73. With respect to the activities of Slair and Schwa- | 
} 

| 


t pacher \e ove described, defendants Vanderbilt, Lendman, Ramsey and. 


roa 


| 
N.Y.S.E£./ were control persons within the meaning of Section 20(a) 
| 


of ae Act in that the N.¥.S.£. supervised the activities 


| ' 
jot Schwabacher and Blair and their officers and directors and 


1 
i 
1 
' 
4Vanderbilt, Lendman and Ramsey supervised the activities of Sidir,) 


| 
; 
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including its Schwabacher division. 


VALS As control persons said defendants were under a 
duty to plaintiffs in connection with the sale of the securi- 
ties of of Blair. 

78. Defendants breached sin duty and are therefore 
liable.vo plaintiffs pursuant to the terms of Section 20(a) of 
the Exchange Act. 

76. As a cesult of defendants' conduct as above stated 
in violation of Section 20(a) of The Exchange Act, plaintiffs have 
been damaged in the amount of the highest value of their invest- 
ments in the securities of Blair. 

77. Wherefore plaintiffs pray judgment as hereinafter | 
set forth. 

COUNT V 

VIOLATION OF SECTION 6(a)(1) OF THE EXCHANGCD ACT, 

1s U.S.C. §78(£)(a)(1) AGAINST DEFENDANT N.Y.S.E. 

78. The allegations of paragraphs YF “hrough 55 are 


cealleged and incorpocated herein by reference. 


79. Pursuant to Section 6(a)(l) of the Exchange Act, 


h the N.Y.S.E. was contractually bound to agree and did agree wit 


the Securities and Exchange Commission to comply with and to en- 
force so fac as within its powers compliance by its members with 


revision of the Exchange Act and the cules and regulations made 
{ 
thereunder by the Securities and Exchange Commission. : 
. ' 
80. Pursuant to the aforesaid contractual responsibility 
j 


I 5 4 . * . 1 
lthe N.Y.S.E., under certain circumstances required investors in its 


Sen aT SE 


members to sign and submit a document known as a "knowledgeability 
letter" in which the investor acknowledged specific risk factors 
in connection with investment in the member, acknowledged the con- 


duct of an independent investigation into the business of the mem-_ 


2. COTS RSET 


[ber including its financial condition and net capital position and | 


i 


| disclaimed reliance upon the N.Y¥.S.E. in making any investment in 


of ( 
a member. Knowicdgeability letters were required where there were 
material cisk factors relating to a member known to the N.Y.S.E£. : 
81. Despite material risk factors known to the N.Y.S.E.. 
concerning investment in Blair, the N.¥.S.E. breached its duty | 
plaintiffs and the class by not requiring knowledgeability letters 

) or otherwise causing disclosure of material risk factors to be 


made to them. | 


82. As a result thereof plaintiffs have been damaged 
in the amount of the highest value of their investments in the 
securities of Blair. : 

83. wherefore plaintiffs pray judgment as hereinafter 
set forth. 

COUNT VE 
VIOLATION OP SECTION §(a)(2)-(4) OF THE EXCHANGE ACT 
15 U.S.C. §78(£)(a)(2)-(4) AGAINST DEFENDANT N.¥.S.£. 

84. The allegacions of pacagraphs 1 through 55 are 

realleged and incorporated by reference herein. 


85. Pursuant to Section 6(a)(2) of The Exchance Act, 


the N.Y.S.E. became contractually obligated to submit and did 


gubmit to the Securities and Exchange Commission such data con- 
h cerning its organization, rules of procedure and membership as 


were necessary or appropriate in the public interast and for the 


| pecection of investors. 


86. Pursuant to Section 6(a)(3) and 6(a)(4) the N.Y. 


t 


; S-E. became contractually obligated to file and did file with the 


j Securities and Exchange Commission copies of its constitution, 
ti 


facticles of incorpocation, bylaws or rules oc instruments corres- 

; ponding thereto ("rules of the Exchange") and to furnish to the 

1 Securities and Exchange Commission copies of any amendments to 
the rules of the Exchange forthwith upon their adoption. 

87. The sale of unregistered securitics of Blair with- 

fout provision for disclosure of material risk factors through a 

i 


' 


; 
Knowleageability letter or otherwise constitutes a violation of J 
various cules of the Exchange submitted.to the Securities and fen! 
change Commission in accordance with the procedures set forth. 

68. The N.Y.S.E. breached its duty to plaintiffs by 
failing to enforce the rules of the Exchange te prevent the sale 
of unregistered securities of Blair oc in the alternative to 
provide for adequate disclosure of material risk factors through 
a knowlegeability letter or otherwise. 

89. As a result thereof plaintiffs have been damaged 
in the amount of the highest value of their investments in the 
securities of Blair. , 

90. Wherefore plaintiffs judgment as hereinafter set 
forth. 

count Vir 
VIOLATION OF SECTION 6(6) OF THE EXCHANGE ACT 


15 U.S.C. §78(£){b) AGAINST DEFENDANT N.Y.S.E. 


} 91. The allegations of paragraphs 1 through 55 are 
| ah 


realleged and incorporated by reference herein. 


92. Pursuant to Section 6(b) of the Exchange Act, the 


N.Y.S.E. was contractually obligated to provide in the rules of 
j the Exchange ies the expulsion, suspension or disciplining of a 
member for conduct or proceeding inconsistent with just and equi- 
table principles of trade and to declare that the willful viola- 
tion of any provisions of the Exchange Act or any cule or regula-, | 
| tion thereunder shall be considered conduct oc proceeding incon- 
j sistent with just and equitable principles of trade. 
93. The rules of the N.Y.S.£. contain the required con-} 
i tractual provisions set forth in paragraph 92 above. 
94. The willful sale of unregistered securities of Slair 
without disclosure of material risk factors through a knowledge- 


pees letter or otherwise constitutes a violation of Section 


iy ef the Exchange Act. 


| of good business practice in the conduct of business affairs and 


net capital violations by members including Schwabacher and Blair. 


i Blair and the sale of securities to plaintiffs, all in violation 


Ee 


se 


ms, 
\ 


95. The N.Y¥.S.E. failed to expel, suspend or discipline 


i 
Blair prior to commission of the willful violation of the Exchange 


Act and instead approved Blair's plan which violated the Exchange 
Act. 

96. As a result thereof, plaintiffs have been damaged 
in the amount of the highest value of their investment in the 
securities of Blair. 

97. Wherefore palintiffs pray judgment as hereinafter 
set forth. 

COUNT VIII 
VIOLATION OF SECTION 6(a)(1) OF TUE EXCHANGE ACT 
15 U.S.C. §78(£)(a)(1) AGAINST DEPENDANT N.Y.S.E. 

98. The allegations of paragraphs 1 through 55, and 
79 are incorporated herein by reference. 

99. Pursuant to paragraph 79 above, the N.¥.S.E. 
contractually obligated to prevent records keeping violations, 


financial reporting violations, failuces to adhere to principals 


100. Despite its obligation, the N.Y¥.S.E. permitted the 
continued operation of Schwabacher & Co. under the afore-describded: 
circumstances and approved th. merger of Schwabacher & Co. into 
\ 
' 
of the N.Y.S.E.'s contractual responsibility under Section 6(a)(1)- 

101. As a cesult thereof plaintiffs have been damaged 
in the amount of the highest value of their investment in the 
securities of Blair. 

102. Wherefore, plaintiffs pray judgment as hereinafter 
set forth. 

COUNT [IX 
VIOLATION OF SECTION 6(a)(2)-(4) OF THE EXCUANGE ACT 


15 6.8.C. §78(£)0a)(2)-(4) AGAINST DGFCNOANT N.Y.S.&. 


103. Thre sitieintons of davadisohe 1 through 
86 are realleged and incorporated by reference herein. 
104. The N.¥.S.&. was contractually bound to enforce 
it rules for the benefit of investors and the public, including 
plaintiffs. . 
10S. Had the N.Y.S.E. enforced its rules regarding 
4 audits and financial reporting with respect ce Heedadtee: and 
} Blair, there would have been public disclosure of the disastrous 
condition of Schwabacher and subsequently the Schwabacher division 
of Blair and Blair itself. The N.Y.S.E. elected instead to cover-} 
| up and supress the damaging matecial information and to knowingly 
permit and specifically approve sale of securities to plaintiffs. 


106. As a result thereof, plaintiffs have been damaged 


in the amount of the highest value of their investment in the 
securities of Blair. 
107. Wherefore, plaintiffs pray judgment as hereinafter 
set forth. 
COUNT _x 
VIOLATION OF SECTION 6(a)(2)-(4) OF THE EXCHANGE ACT 
15 G.S.C. §78(a)(2)-(4) AGAINST DEFENDANT N.¥.S.8. 
108. The allegations of paragraphs 1 through $5, 84, 85 
and 86 are realleged end incorporated by reference herein. 
109. The N.¥.S.E. dDreached its contractual duty to plain- 
heitts by failing to enforce the rules of the Exchange to prevent 


continued operation of Schwabacher and the merger of Schwabacher 


RLS ES. 


finto Blair. 


3110. As a result thereof, plaintiffs have been damaged 


sin the amount of the highest value of their investments in the 


aS ATS 


(securities of Blair. 


lll. Wherefore, plaintiffs sray judgment as hereinafter 


set forth. 


| 
| 
| 
: 


SS 


COUNT XI. 
VIOLATION OF SECTION 6(b) OF THE EXCHANGE ACT 

18 0.8.C. §78(E)(b) AGAINST DEFENDANT N.Y.S.E. | 
132. ‘the allegations of pacagcaphs 1 through §5, 92 and 
93 are realleged and incorporated by reference herein. | 
113. The N.Y.S.E. breached its duty to plaintiffs by | 

failing to prevent a willful violation of the Exchange Act in 
permitting the continued operation of Schwabacher and the merger 
} of Schwabacher into Blair, the failure to impose timely discipline} 
and the cover-up and supression of material information concerning 
violation of the Rules of the Exchange and of the Exchange Act. ! 
114. As a result thereof, plainti fs have teen damaged | 


in the amount of -he highest value of theic investment in the 


i securities of Blair. 


115. Wherefore, plaintiffs and the class pray judgment 


} as hereinafter set forth. 
VIOLATION OP SECTION 6(a) OP THE EXCHANGE ACT 
1§ 0.S.C. §78(f) (a) AGAINST DEFENDANT N.Y¥.S.E. 
116. The allegations of paragraphs 1 through 55 and 85 
through 88 are realleged and incorporated by reference herein. 


117. Plaintiffs maintain hecein that the rules and 


regulations of the N.¥.S.E. effective early in 1969 and at the 


' 


time of their purchases prohibited the sale of unregistered ms 

i 
securities in members by members oc the sale of securities with- | 
out disclosure of material tisk factors. : | 


118. The sale of securities without registration or dis- 


sparta ee ae 


closure of material risk factors constituted a violation of the 


119. Subsequent to the date of the sales of securities 


| involved herein, the N.¥.S.&. enacted Rule 313(d) preciscly pro- 


| 

{ 

ee Act. | 
| 

\ 1 


cee 4 ; ‘ : { 
viding for registration of members securitios under the securities! 


Ei - : . 

\ ( 

Act of 933 and for disclosure of material risk factors. Rule 

313 provides in pertinent part: 
‘whenever a member arganizution shall offer or sell any 
security, as defined ander the Securities Act of 1933, as 
amended, or the General Rules and Regulations thereunder 
(the 1933 Act) et ce which security is issued by the member 
"organization for the purpose of raising net capital under 
Rule 325 of the Board of Governors of the Exchange, the mem- 
ber organization must furnish the Exchange with an opinion 
of counsel in form and substance satisfactory to the Exchange 
as to whether or not the securities being offered or sold 
need be registered under the 1933 Act... : If, in counsel's 
opinion, the securities need not be registered under the 1933 
Act, his opinion shall state the exemption from the registra- 
tion requirements of the 1933 Act upon which he is relying 


and the basis foe such reliance. If the securities are re-. 


quired to be registered under the 1933 Act, counsel's opinion 
shall include, in addition to such other statements as the 


Exchange in any particular case may require, a statement sub- 


| 

i 

| 

stantially to the effect . « . nothing has come to counsel's | 


attention that would lead counsel to believe’ that the registra- 
tion statement at the time it became effective contained an 
untrue statement of a mater .al fact or omitted to state a 
matecial fact required to be stated therein or necessary to 
make the statements therein not misieading or that the pros- 
pectus at the time the registration statement became effec- 
tive or at the time of sale of the security contained an un- 
true statement of a material fact necessary in order to maxe 
the statements therein, in the light vf the circumstances 
under which they were made, not misleading. 


Without limiting the generality of the foregoing, counsel, 


X 


| 
"among other things, is expected to give appropriate consider- 
i ‘ 


ation to (a) any other transactions pursuant to which the 


member organization has raised net capital in the past, or 


expects to do so in the future, ,(b) the disclosure of ma- 


terial information regarding the member organization to 
offerces of the security, and (c) the need for representation 


by the purchaser of the securities as to his intention 


to hold the securities for investment." (emphasis added) 


120. In the event the court should find that the sale 
of securities without registration or disclosure of material 


risk factors does not constitute a violation of the rules of the 


Exchange, as they existed at the time reievant herein, the N.Y.S.E 


‘ : F ; | 
has breached its contractual obligation to enact a cule prohibiting 


eee er are 


the aforesaid foreseeable and clear violation of the Exchange Act. 


i 
| 121. AS a result of the breach of the N.Y.S.0.'s con- 
tractuai obligation to make rules to prevent violations of the 


| Exchange Act by its members, plaintifis have been damaged in the 


| 
\ 
| 
{ 
| 
amount of the highest value of their investments in the securi- 
ties of Blair. 
‘ 4225 Wherefore, plaintiffs pray judgment as hereinafter | 
a j 
set forth. | 
COMMON LAW FRAUD AGAINST ALL DEFENDANTS 
123. The allegations of paragraphs 1 through 55 are 
realleged. and incorporated by reference herein. 
124. Defendants, and each of them, made representations 
of material fact to plaintiffs regarding investinent in Blair. 


h 
i 125. Defendants made representations of material fact 


i 


ies were false and defendants further deliberately and actively 


| Suppressed from plaintiffs material adverse information concerning 


fy 

i 

lene securities of Blair. d 
i 

\ 

| 126. Defendants and each of them knew material epre=- 

\ 


eerie RSET SS ae Pee 


ae eaESS. 


-“ 


giceaciane made te plaintiffs to be false and a ee 
other material facts. , 

127. .The affirmative misrepresentations were made to 
plaintiffs and material adverse information was suppressed with 
the intent of inducing & em to purchase securities of Blaic. 

128. Plaintiffs relied upon the aforesaid affirmative 
misrepresentations. 

129.. Plaintiffs acted in justifiable reliance upon 
defendants misrepresentations and without knowledge of the 
suppressed material adverse information. 

130. Plaintiffs have been damaged in the amount of the 
highest value of their investments in the securities of Blair. | 

131. Plaintiffs are further entitled to the award of 
punitive damages for fraud against defendants and each of them. 

132. Wherefore, plaintiffs pray judgment as hereinafter 
set forth. 

BREACH OF PIDUCIARY ORLIGATIO:N AGAINST DEFENDANT N.1i.S.c. 

133. The allegations of paragraphs 1 through 55 are 


realleged and incorporated by reference herein. 


134. The N.Y.S.E. holds itself out to’ the public as 
a self-regulatory body whose objects incluce the maintainance 
of high standards of commercial honor and integrity among mem- 
bers and the promotion and inculcation of just and equitable 
principles of trade and business. 

135. By reason of the matters alleged hereinabove, the 
N.Y.S.E. was in a fiduciary relationship to plaintiffs. Plain- 
tiffs were thereby induced to display and did display full trust 
and confidence in the N.Y.S.&. with respect to its approval of 
the sale of securities of Blair to plaintiffs. Throughout the 
periods that defendant N.Y.5.E. Occupied sucir «4 position of trust 


and confidence, plaintiffs were entitled to a high degree of care i 


-~ = 


X\ ; ‘ . . ‘ 
and concern. In addition, defendant N.Y¥.S.f. had a duty not to 


prefer. or favor its own interests or the interests of its members 


over the interests of plaintiffs and it was obligated to exercise | 


its supervision, direction and control of the sale of securities 
of Blair to plaintiffs in a manner consistent with high standards 
of commercial honor and intergrity and in accordance with just 
and equitable prin ipals of trade and business. 


136. By its conduct as hereinabove alleged, defend- 


| ant N.Y.S.E. violated its fiduciary duties. and obligations to 


plaintiffs and as a result thereof, plaintiffs have been damaged 
in the amount of the highest value of their investments in the 
securities of Blair. 

, 137. Plaintiffs are further gakities to the award of 
punitive damages against defendant N.Y.S.E. for breach of its 
fiduciary obligations to plaintiffs. 

WHEREFORE, plaintiffs pray judgment as foliows: 

1. That defendants and each of them be found liable 
to plaintiffs in the amount of the highest value of their in- 
vestment in the securities of Blair & Co.; 

2. For costs of suit herein incurred; 


3. Per punitive damages as determined 


of fact; 


‘ 
Hi 
" 


i 


4. For such other and further celief as is deemed 


just and equitable. 


Dated: ; SPRENGLER, CARLSON, GUBAR & CHURCHILL 
280 Park Avenue 
New York, New York 10017 
Telephone: (212) 682-4444 


J. THOMAS HANNAN 

LOVITT, HANNAN & HENNIGAN, INC. 
Agriculture Building 
Embarcadero at Mission 

San Francisco, California 94105 


(415) ie 


ori 975 oe eT, PD Cte 


ea ATTN 


THOMAS UANNAN 


A JURY TRIAL IS DEMANDED ON ALL — or THIS, COMPLAINT 
4 
y, 


\ 
tryna \ gel eteie 
LAWNAN 


| 


ah | 8 Age at Hatter 870 ¢ ert NRD rites #8 6 OD Mr ie" 1 Ry" Heh ARRIGO by ect 


tg! YORK STOCK EXCH? AGE MI Ser 


Deft. Ex. For 1D ok 
ALLIED MEMBER OR NON-MEMBER APPLICATION PL-Exhta £V ou 


(LONG FORA) Walter Shaniro CSR 


INSTRUCTIONS morting Ince 
Prins of type amwers 2. Anvwer oii quenioas (siate “None” if apprugriaie). 46-2629 
Aarwer querinnny fully, siaching separare vgned sheers of letter ol explanatam, if aecersary. 
File twe capers eth Other uf ihe Secretary. 
Alva ble two comes of Financial Sopplem .. (Fuem AD-1A o¢ Al) 28) 


Ruler 572-3 aed 1 7%a-4 = ay amemiled — wader the Securities Exchange Act of 1934, require 
retenzm of 4s copy of thas upplaatson bv the Member Orgaaizaiun. 


Attention of applicants is drawn to the following provuians of Article XIV of the Consticution of the 
Exchange: 
dex, le Whenever the Beard af Gaseraues, by che athrmunve wae of a mawety of che Covermas then in afice, shail 
awlpaloe that 4 sremier priee to he applica ba memteninp, ue an silied member poee te (he approval ub him ae a parcnet 
weg member fem oe ae a vimkinrder ia 4 member (utpuraiwa, Nad deen guilty ul a lrawuulent oe Matemew act and thot he 
tty ef vinuentames there were omit limined wo the Exchance ua hey sppinaiwn lun membeniip, of on the uppin ate 
fret appewal, as dm case may be, ah member of silod member shall be expelied 


we. tA unember oe ile member «he shall be adivdmed cusity, by the adiematwe wae of a maioney ud ine Gow 
cto then 1 odwe, ot making 2 misstatement cpu a maternal punt to che toad of Governors ut te a cumemier authored 
therehe oe me the Geant ct Oveseors of Stuck Cleatiag Corpurigon ut of making on Aas Appian fot meniaenhip, of on 
thy spprmsman ter apptusad of hem us a patter ing member Arm ue 4s a vaakholder ins oweihet sorbate, 4 material 
Mdsamene ne the Fashaaer may de Haspendes of capeilad as ime Beard may determine, 


By Gling this application, an applicant for approval as a limited partner, holder of non-vonng stock, holder 
of debentures, or in any other non-member status requuing approval by the Board of Governors, agrees chat 
approval may be denied or, if granted, may be nnpended of withdrawn by the Exchange a: any cme. 


Application for approval by the Board of Governors 
JAMES ARNEIL 


as 
1Geve mame ao it umekd De wewe un Exchamge pueteacwas. ) 


(J an allied member of the New York Stock Ex: (5 an allied member of the New York Seock 2x: 
change and a holder of voting stock change and a general partner 


Jk) 4 holder of non-voting stock © a baneed partner 
(3 a holder of debencuces Pe. 
of the member organization, 

ta be effective 


Address at which applicant will make his office 605 Doneen Sldg., Wenatchee, “lashingron 
S8d01L 


{ sworn the following true, complete and accurate statement of my personal and business hutory: 
1 Patt inane a se Age 2a 


2 Home address 92) Bryan Street, Wenatchee, Washington 98301 
Prince Rupert, 8.C. Januacy 29, 1914 §32-07-2153 


iPhone wl Pesttey i Memme® Uso Veet of berim) them. dew Mey 
sutisen of the Unuted States. 
Mocmx nf = ine 


Tama 


Hd Gate ad eee Mestemed Centihe bie mate sieeaten, ATS Cree 4 \leemed Re. awe ud MO Of AMerRee Rarems 
a Ree ene te ee a 
Armee Seaton + 


if maeried on 


: Kathleen O'Connor 
wifes manlen name no. : 


Pacher's name and, if living, hu address Le kent) 32 Alive Rd. Soqusl cali s. 


~ a 
7 Lam of have ..cn a mem of the following dubs, wxcieties of fraternas ganizahion. 
iGeoe aaemes sad midcerws 


Washington State Bar Association, Seattle, Washington 
Wenatchee Golf & Country Club, Wenatchee, Washington 


Rotary Club, Wenatchee, Washington 
8. I have aitended the following educatvonal institutions: (start unth elementary schools) 
| ALLA NAAT NN RET PLES LTR” ISG TV EIT LO A I FEO. IE ETE OLE IEE IGE LOE LAPT LORE EEE SOE TERE IE LEE ITT EAN SA ETE Ts * EEL EAT SET TEE 


From | To N A : | venine, _ Graduate 
to. YrJMto. Name and Address of Institution Day or Evening} (Yes or No) 


1 


SUBSTANTIALLY ALL TIMG MUST BE ACCOUNTED FOR WHEN ANSWERING STATEMENTS 8 AND 9. 
GIVE RESIDENCE ADORESS FOR SUCH TIMES AS YOU WERE NEITHER ATTENDING SCHOOL NOR 
ENGAGED IN BUSINESS. 


9, The following is a complete, consecutive statement of my business history sunce leaving school of college: 
(Foe service with the armed forces, give daces, branch of service, rank o¢ race, Wenudcation number and 
type of discharge). 


From | To Name of Business and Address | Nature of | Reason for 


‘o. YrJ3le. Yrd (Street, City and State) Business Piccard 


| 

ee 

a 
SEE ATTACHED 


ALL BUSINESS CONNECTIONS NOT SHO@N IN STATEMENT 9 MUST 08 | 


he SHOWN IN ANSWER TO STATEMENT O 


Bm 


ser, coatrelli.g steckholzer, 
Ate esteem. on: 


(b) I have a¢ present a financial interest (through direct or indirect stock of bond ownership, through out- 
standing loana, or otherwnse) in the following companies engaged in a secumties of Gnancial o¢ kindred 
business: (Give (ait éetealar 


(c) I was formerly a proprietor, partner, director, officer, employee, or member of the following business 
organizations: Give dasen of camacriian, nee of bumness, echirean snd watson bold.) 


Columbia River Orchards, Inc., P.O. Box 1706, Wenatchee, Washington 
May, 1955-May, 1957; orchard ownershio; sosition, general manager 


11 (4) { have, a¢ have had during the past ten years, tranwactions wath the following brokerage houses, enher 


ian my own name o¢ in anocher HYlC  sGive mdderncon, Stare wyie wand (or (ramenevions nee conduried in owe same.) 


a ale eaten 


SEE ATTACHED 


"lid cla ll legaliiinantnsceceioetinancanemmieesninert mer ire tT 


(b) | have, oF have bad during the pat ten years, accounts ur other dealings (including loans Kranted oF 
demed) wuh the following bunks oF other financial orgamizstiuns. cuher in my OwA ame oF in soather 
style: dane abdeewrs “wate wyle ward fee mesmuets lean ma vasiend eee Ramee 
Bank, Wenatchee Valley Branch, Wenatchee, Wn. 
National Bank of Commerce, Columpss Valley Szanch. Wenatchee. ‘in. _ 


Wenatchee Federal Savings and Loan Association, Wenatchee, Wn. 


ANSWER “YES" O8 “NO” TC QUESTIONS 12 THROUGH 21. 


Have you ever used or been known by any name or style other than as shown in 
Statements | and 11 abowe? 


(a) Have you ever been refused a bond by a surety company? 

(b) Has any surety company paid out any funda on your coverage of cancelled your 
coverage? 

Have your scrvices ever been terminated by any empioyer? 

In your previous business connections oe employmenc in any Capacity, has any trans 


action under your attennon ever heen the subject of a legis proxeding or 4 writen 
compiaine? 


(a) Have you ever been a member, or associated aa a peincipal wich a member, of any 
secuntes of commodity exchange? 


(b) Have you ever Wren a memper, or asenciated as 2 principal ach a member, of the 
Navenal Asmociation of Securities Dealers, Inc, o¢ any ocner auexiahan of secute 
itv oe commodity henkers, dealers. investment bankers of inwesement advisors? 


(e) Mas any apphcanen fur your approval by such an exchange of associatica, a6 4 
member or otherwise, over been demed of withdrawn? 


flawe you ever been poociates! (as 3 princrpal, empinyce of otherwise) wih any 
oegamesnon which, oF 2 principal of whch, to your knowledge wat eefsed 
membersinp o¢ withdrew an applicstea for awinicrship in such an exchange of 
asanciaine? 


4s) awe vou ever been expelled, suspended o¢ other wie diaphined by the Securities 


(a) Have you ever been expelled, suspended of otherwise disciplined by the decueties 
. amd Exchange Commuaun ve have your a¢tiwices ever been the subject of an ine 
vestigation b~he Comm: ? - 


{b) Have you ever been expelled, suspended, fined, censieed or otherwise disciplined 
by a securities exchansse, commmalicy eachanes, the National Assnaciaioea of Secury 
ties Dealers, Inc, of any her association ot security of cummouity brokers, 
deslers, investment bankers of investment advisors? 


Mave your activities ever been the subject of an investigation by such an exchange 
or association, or by or on behalf of any State securities commission? 


Have you ever been associated (as a principal, employee of otherense) with any 
organization which, or 2 principal of which, 10 your knowledge was expelled, sus- 
pended or cherwise disciplined by such an exchange of asomation oF by the 
Securities and Exchange Commission? 


Have you ever buen denied a license, franchise, permut, certiGcate of requératon 
required to engage in the secunties, commodities, or any other business of profession? 


Has any such license, franchise, permit, certibeate of registration which you have 
held ever been suspended or revoked? : 


Have you ever been prohibiced, temporanly or otherwise, from engaging in the 
securities, commodioes, or any acber business or profession, o¢ from dealing in any 
particular secunty of commodity? 

Have you ever been associated sith any organization which, or a anncipal of 
which, to your knowledge has been prohibiced from engaging in any business oF 
profession or from dealing in any parucular secumty of commodity, oF whose 
license, franchise, permit, cermfcace or registration required to engage in any busi- 
ness or profession has been denied, suspended or revoked? 


(a) Have you ever been arrested for, oc formally charged with, the wiolation of any 
criminal law (other than minor trafic wiolanons) or have you ever been accused 
before 2 court-martial? 

(b) Are you now of have you ever been involved as a party in any other proceeding 
before 2 coust, an arbitration wmbunal, an adminustranve agency, or cther regula: 
tary body? 

Have any judgments, liens, attachments or other cncumbrances ever been taken of 

fled against you! 

Have you, or any organization with which you have been associated, ever faded in 

business, made a compromue with or an assignment for the benent of creditors, aken 

advantage of any Exemption Law, or been a party co any voluntary oF involuntary 
bankruptcy o¢ insolvency proceeding’ 
m YOUR ANSWER TO ANY OF QUESTIONS 12-21 IS "YES", PLEASE CIVE FULL DETAILS 
(Actach ecparate signed sheet if necessary): 


Yes 
See dvelow 


estion No. 


and Ralph E, Carpenter, Jr., New York. foc damages 


Cause No. 65 Civil, 944 


CBSO NO 


2 eons ee S'S APATOW “ts PEP tere) Gan iI Seep ete Pe cat Ben? 


e 


8. Educational Institutions: 


Prom To Name and Address Day or Graduate 


T 
M0. Yr. Mo: Ye. Zvening (Yes or No) Deerse 
en VeNiNg (Yes or No)  Deorse 


1/1919 6/1921 Alki Grade School Day No 
Seattle, Washington 


7/1924 6/1922 Peshastin Grade School No 
Peshastin, Washington 


/1922 6/1925 John B. Allen Grade School No 
Seattle, Washington 


1/1925 6/1926 Whitman Grade School No 
Wenatchee, Washington 


6/1927 John 8. Allen Grade School Yes Eighth gradc 
Seattle, Washington diploma 


6/1929 Ballard High School No 
Seattle, Washington 


6/1931 Wenatchee High School High school 
Wenatchee, Washington Giploma 


6/1939 University of Washington B.A. 1936 
Seattle, Washington Juris Dector 
1939 


- Business History: 


Me. Yr. 


/1931 £1/1932 


/1939 (40/1940 
0/1940 79/1944 


/1944 t 6/1946 


/1946 11/1948 


oe 


1/1948 —9/1963 


1963 1/1966 


/1966°” 1/1969 


/1969° Present 


Name and Address 


Pacific Fruit &% Produce Co. 


Wenatchee, ‘Vlashington 
Crollacd & O'Csnnor 
Seattle First Nat’l Bank 
Bldg., Wenatchee, vin. 


U.S. Dept. of Justice 
Federal Bureau of Iinvesti- 
gation, Washington, D.C. 


U. S. Navy 


Chelan County 
Wenatchee, Washington 


Shiner & Arneii 
Savings & Loan 3ldg. 
Wenatchee, Washington 


Sniner, Davis & Acneil 
Doneen Building 
Wenatchee, Washington 


Davis, Arneil & Dorsey 
game address 

Davis, Arneil, 
Kight 

Same address 


Dorsey & 


Reason for 
Terminating 
Connection 


Nature of 
Business 


Position 
Heid 


Attend 
college 


dacehouse 
employee 


Fruit 
Warenouse 
Attorneys 


Attorney Appointment 


P.B.t. 


Investiga- Special 
tive Agent 
F.8.7. 


Commenced 
U.S.0. 


Military be. J6Ge Release 
Sc(S) 
Serial # 425638 
Discharge-Certifi- 
cate of Satisfactory 
Service 
Leval Deputy ig 
rosecutin civate 
Attorney and law 
rosecuting practice 
Attorney 


Partner New 
partnership 


Attorneys 


Pactnec New 
partnership 


Attorneys 


Partner New 
partnership 


Attorneys 


Partner New 
partnership 


Attorneys 


P 
/ 


LJ ( 
4 
PREM teres p 


10 (a) Business Orcanizations: 
Seen ea nizations 


Name and Address Type of 


Business 


Date 


connec- 
tion was 


Position 
held 


Time Compensation 


established 
a er Ee eee 


Davis, Arneil, 
& Kight 

605 Doneen Bldg. 
denatchee, Washington 


Dorsey Law firm Jan. 


General Telephone of 
Northwest 
Everett, Washington 


Telephone 
business 


Mac. 


Orondo Orchards, 
2.0. Box 1706 
Jenatchee, Washington 


Orchard 
ownership 


Inc. May, 


* Compensation as director 
One-half of earnings distributed, 
approx. 
fighland Orchards, Ine. 
*.0. Box 1706 
fenatchse, Washington 


Orchard Feb, 


ownership 


* Compensation as irector 


1969 


1965 


Partner 80% 


Approx. 
$50,000.00 


Bi- 
monthly 
meetings 


Director $1, 200.00 


oie 
al 


Director & % 
one-haizZ 
owner 


$1,500.00 annual 


ty 
annually 


20,000.00 
Director & 10% 
one-halt 
owner & Secretary 
1,500.60 


$ 


annually 


One-half of ear 2 gs of corporation, 


approx. 


Transactions with Brokerace Houses: 
re ae OU SAS 


Walston & Co. 
Harris Upham & Co. 
Foster & Marshall 
£2. F. Hutton & Co. 
Reynolds & Co. 
Blaic & Co. 


A 


60,000.00 annually 


Seattle, 
Sea e, 
Seattle, 
New York, 
New York, 
New York, 


Washi 

Washin 

Washin 
N.Y. 
BAY. 


N.Y. 


nm 


tel 
Coe 


O O 


1 
(Copy Receiot) (Clerk’s Date Stamp? 


Superior Court of Washington for -. “ stan OLY 


eA CRNA TELE 


L a og MEER NO i eee aes Sele ates County Clerk and 


by virtue of the laws of the State of Washington ex-officio Clerk of the Superior Court of the State of 
Washington, in and for caid County, which Court 's a Court of record with a Clerk and a Seal, 


having common law jurisdiction; de hereby cectify that 


wwe cee news eo ew en ne 2a nee se fees eee eee sees ew rman etal woncn wees onnene 


whose name is subscribed to the certificate attached to and made a part of the annexed instrument. 
was on the...-}$_..-day of.....ARe cl eed a ecw. 19 82, tee date on which ne 


signed the same, a duly.sppointad_and qualified...--...- natary. public 

in and for said County and State and authorized by law to adminis:er oaths and take acknowledg- 
ments therein. That [ am acquainted with nis signature and hand writing and verily Selieve that 
the signature subscribed to said certificate is his signature. And that said certificate is made and 
executed according to the laws of the State of Washington. 


IN TESTIMONY WHEREOF, I have hereunto set my hand and affixed the Seal of said Court 


this..}S._... day of... APSEE wey 19.22 


__MURIEL_E,_ROATH 


py LIAL wf 
rand wn tt oe 


Thee viene te custentond sentest sxenesetal aluerecion. alam guneuaty is ‘monte d a 
Wastin Leenl Bisae Ca \Corutwere of Oferta CRoresur? Perm Me. 14°F 


\A 


eneomenanenennecsemnnteeaneata 


2. Tras will be your specific activities (if any) with che member organization? 


nl 


NG 


Other than as shown in Scatement 10, do you intend to devote your time exclusively to the business of che 


member wepanization? (Answer “"Yes'* of “'No’’.) No 


Fue purposes of determining examination requirements in connection with joie New York Sock F.avnange 
=Nativaal Association of Securities Dealers, Inc. examinzc:ons. please indicate whether of ToC "Ou have 


ever Deca cegincered wich the National Associacion of Securities Dealers, inc.? (Answer ''Yes"’ of 


= 
ee) Qa 


LT REGOGNIZE THAT THE STATEMENTS HEREIN (AND WW EVERY SUPPLEMENTARY SHEET ATTACHED 
HERETO) TILL HE VERIFIED BY INVESTIGATION, AND HEREBY DECLARE THAT THEY ARE TRUE, 
COMPLETE AND ACCURATE. 


"ta conniderstion of the appeovai dy the Board of Governors of mv firm's application for me to became 34 
allied member of ne New York Sock Exchange and 2 general partner o¢ Aolder of voting stuck, i hereov sgree 
thac ualeas the Exchcoye waives cs required Dasic ailied memoer examination, | will. wunin chee montis vir 
lowing (i) one vear alter becoming 3A ailied member without Aaving passed such Sasic examination oF (iy my 
failure to pass suca dase examination alter noe more than three acremots, whichever occurs (ist, fetire as 4 
general partner of. or dispose af all of my voting stock in my member orgenization.® 


*L further state chat | have read che Constitution and Rules of che Buard of Governors of the New York Scock 
Exchange and | neretw nuke application 10 become an allied memoer ot the Fachange.’ | hercov pleuge my- 
self to abide bv the Conscctucion and Rules of the Board of Governors of tne ew York “uek Exchange as the 
same have been of shail be irom time (9 time amended, and dy ali rutes and regulations adupred Parsuant CO the 
Coaseicucioa, this pledge co become effective iA the event of, apeorthwich spon, the spp rurss uf thaw apple 
Cation. 


*The language enclosed ia ascerisks applies only to proposed Uied/membesh, 


{ 
ae ‘ 3 - 
Dare Ape il1S1963__- se 


Seate of Wasi 
Coun of Chelan 


On the Sth day of A tadhecrese 19 02 


hefure me personally came JAMES ARNEIL tume kaewn, 


gad kawwn me to he the person described in Tink whe yaccuted (he tore gang instrament, and he 
duly ackouwledged to me chat he esecuted (he sang 


ON 


Notary Public invend': 
Washington, ccsi 
NOTE: If executed outside of New York Stare, attseh Cerificate ul Counts Clerk ut other appropriate attic sal 
as to the awtheruty of the Nutary Public ot cther official coming the aghkaveledcment, 


CORPORATION 


NEW YORK STOCK EXCHANGE 


- mee 


Financial Supplement co Application of 


_SAMES ARUEIL 


23 
My cet worth (including equities ia real catate, securities and other property) is in excess of s/0¢8 oe! 2 


STRIKE OUT INAPPLICABLE WORDS IN BRACKETS. A STATEMENT 
ANSWERED “WILL NOT™ REQUIRES NO FURTHER ANSWER. 


I [eer] (will a0z| be a director of the corporatioa. 
I [welt] [will soc} be aa officer of the curportiee. (Stace orice co be heid, if aay): 
vy 


I [will] fecili-aec! own 2 3) shares of voting stack representing ©! 6% % of the voting stock of the 
cotporatioa for which [ will pay $/2-1 7 representiag {par} (book} (agsesd] value. 
I (will] [willaacs| own —/3.. shares of Noa-vour.g steck vepresenting “1! &% of the noa-veting stock 
of the corporacion for which [ will pay $1.4 2 Os representing (pae] (book) (ageced} vaiue. 
I [wu [will aoe| orn [ debentures bearing %, interest for which I will gay $ et 
3 participaciag debearures for which | will gay $ 

I [will] [wiblewee} nake a suboedinaced loan to tite corporation of S./.2 Sy So = ia {cash} 
tines value of securities}, for which | will receive interest at che rate of — 2% The subordinated 
loan will expire — sate 
{ (will] [will aos] sabordinace my claim to the equity in my account wich che corporation, captioned 

which hus a (debic] (credic] balance of $ __. 

and long securities with a market value of $ ~~» As compensation theresor, | will recerve incerese 
ac the race of %. The subordiaacion of my claim wil! expire 


(a) The corporacion (wir) (will noc] pay me a salary of $ _... per 
(b) The corporation (wri [will aot] guarances me compensation of $- 2 year, in salary 
and/or participation is corporate protis. 


(a) I have aot borrowed, nor will { borrow, aad no one ocher than myzeif has any interest in, any of the 
cash or securities used to purchase the corporation's stock or debeneures, loaned to the corporatica, or 
included in my subordinzced account with the corporacion (as the case may be) [EXCEPT AS 
FOLLOWS]: 


ito EXCEPT toy 5 


' 


(b) I have dea. nor I give without the prior approval of th xchange, — y nore, obligation, 
acknowledgment, assignment or ocher acreemene with respect to the stock or debentures to he purchase. 
the property to be loaned, or che property included in my subordinated account (as ase may be); 
for with respect to any interest of compensation which ! wiil receive from che corporacion (EXCEPT AS 
FOLLOWS]: 


; (pAlts: URES ANSI pI es eli fin 
—_—_—_—— 
et eo 


(ec) (FOR PROPOSED ALLIED MEMBERS ONLY) [ have ao other loans or borrowings reportable under 
Rule 420 of the Board of Governors (EXCEPT AS FOLLOWS]: 


(The son shore may 6 wad aroha flle explenaion of say Sliomune in 1s Supplemess. ) 


CSiguacare of Applicaac) 


{ cereify chac the answers to Scacements 2 through 9 above are correct. 


(Sigescace of Director of 
MM Corporauce) 


, 
0 80g gna teeters -+ 055 <a? ayemeren: 


van 


Atl yin CATO tary BP « *NeenRtee Ge th oe 


Ce ee ae 


diets me ’ rr Ty foe 
‘eh SW YORK STOCK EXCHANGE nett Ee. « ys 
« te * 
ALLIED MEMBER OK NON-MEMBER APPLICATION = Ruth Grass ' ; 7 
(LONG FORM) Doyle Report sep 
INSTRUCTIONS } (2/2 iis 
1, Prome we type smvwers 2 Amwer olf wpeenians (siace “Nane” if spprupesaee). | 


Aarwer yucriame jadly, siahing -<patsie vigaed sheets oe leer ii eapionatom, if meereacy. 
4 Bide twee supers with Uthae voi the Secresaey. 
Alva hie teu copees ud Finamisi Suppiem ¢ (Puem AQe2A o¢ A1)-10). 


G& Redes 17a-' seal 1% a-t — ay ameniled — smder the Securities Exchange Act of (944, require 
retemtme i 4 com vd thee applicasun lw uw Member Organization, ‘ 


Atiention of applicants is drawn to the folluoing provwions of Article XIV of the Consticution of the 
Exchange: 

ye 2. Whenever the Suasd if Guvernen. by che ahemuve vuee of a masonry ul the Governors then in office, sha 
adpeder that a member pene ne ine application lor memoerrhie, ur an ailed member pre ty (he approval uf hem ae a partner 
as membre hem of ae 4 wen klwhicn ia a member wtpursoen, had deen curity of 4 tremduient of Juhunes at and that the 
tem atl NuaItemes there sere me dialed tu the Eschanue ua his sppinaiua tue membernaip, u¢ om the sPPinatun 
het appeal, ae (Be sae May be, week membre oe allied member tull LK expelled 

Ma SA member of ilu member why shall be aiudued cusity, by che stiemamse vene uf a mawricy of the Guy 
crmery them ia utiag, of makwie a musacement upoA 4 muesli pune ro the Guard it Gueersars uf to a ummutee authored 
thecepr oe ne (he teed ot Dereriors of seunk Clearing Canporanua of of making ua fis application fee Membenp, of on 
the sppimatun he appeuwed id ham us a partner ia a member nem oof at a vunhhodder sa a inemlet Sit Pat aime, a metered 
mervesnement ne the Fahkeage muy be wreended or capriled as ime Beard may decermine. 


By fling this application, an applicane for approval as a limiced partner, holder of non-vorng stock, holder 
of debentures, of in any other non-member stacus requunng approval by the Board of Covernors, agrees that 
approval may be demed or, if granted, may be suspended or withdrawn by the Exchange ac any ome. 


Application for approval by the Board of Covernors 
af VERNON A. STOCKWELL 


eee nmnereeem rains te ad 
(Gave RaMe 25 vituahd De shows in Lec Raege PuGlec aint ) 


(J an ailjed” member of the New York Stock Ex- (CJ an allied member of the New York Stock Px- 


chgage and a holder of voting stock change and a general partner 
ie te af non-voting stock CO a limited partner 
C) a holder of debencures o aaa 


of the member organization, 
ta be effective 


Address #4 which applicane will make his office L201 Cedar Street, Wenatchee, Washington 
9880-1 


{ submit the followsng true, complete end accurate statement of my personal and busmers hutory: 
1 Pull name Vernon A. Stockwel) oan: 

1 Home address __LLO01 Cedas Street, Wenatchee, Washington 98801 

) Holcombe, Wisconsin__._ August 17. 1918 0 53 420929RS2 


1 PYane wf Pasties i Mim t3e9- Voss of Berane Sem few. Mw» 


native born citizen of the United Scaces. 
ARMVCOMN tot. 


4. Lama } 
Amcecod 
11 4 Retweateod .100e@ Sater vaste Me vd meses ates atem 4d (S$ ieeIO® mm Clemo De. suce wd eth od Amerm se pareom 
termeeee 46 Home sd Meer ut 4 teatengm somemons. Waodmen pend of onremecng of 4 smacen ul therergm vemmety, netted pend wt emery same 
Neeser Maeee ¢ 
RK Re . 
. . Weasea 

fot marred, | Gils daca aa Clara E. Waa 


it eh a . kw 5 et W. . 
& father's name and, if living, hit address —CSeSt E. Stockwell, Wenatchee, Wash 


. Lam or have been a member of the following clubs, wuetes of fraternal organizations: 


(Gove anemes sans cateoovens 


Washington State Horticultural Association, Yakima, Washington 


8 [have astended che foilowing educational insatutions: (start with clemeniary scheols) 


: | -| Graduate 
Name and Address of [natitution ODay or Evening (Yes ov No} 


|_ELementary Schoo! 
8/1929 | Anacortes, Washington 
j~Gainea School. Entiat Valley | 


SUBSTANTIALLY ALL TIM& MUST SE ACCOUNTED FOR WHEN ANSWERING STATEMENTS & AND 9. 
GIVE RESIDENCE ADORESS FOR SUCH TIMES AS YCU WERE NEITHER ATTENDING SCHOOL NOR 
ENGAGED IN SUSINESS. 


9. The following is a complete, consecutive statement of my business history since leaving school or college: 
(For service wach the armed forces, give dates, branch of service, ram of rate, wWentigcation number and 
type of discharge). 


Name of Business and Address | Nature of Reason for : 


(Street, City and State) Business Position Held | Terminating - 
| Connection 
Ta eWERS ‘ 


SEE ATTACHED 


LEE 


ALL BUSINESS CONNECTIONS NOT SIIOWN IN STATEMENT 9 MUST B88 
SHOWN IN ANSWER TO STATEMENT + | 
i 


ALL “SUNK ONNLL LIONS IO E Dh trwwee Lhe bs beeen ns 
© JWN IN ANSWER TO STATEMENT >™ 


) 


9, Business History: 


Reason for 
From To Name and Address Nature of Position Terminating 
Mo. Ye. | Mo. Yeu Business Held Connection 


{1935 /1938 Cc. A. Barris & Son Lumbering Mill Other 
Ardenvoir, Washington employee employment 


2/1939 3/1940 Montgomery-Ward & Co. Susiness Salesman romotion 
Wenatchee, Washington retailing 


3/1940 3/1942 Montgomercy-Ward & Co. Business Department To enter 
LaGrande, Oregon retailing head defense work 


6/1942 4/1943 Seattle-Tacoma Ship- Navy ship Welder Other 
building Corporation construc- employment 
Seattle, Washington tion 


4/1943 2/1945 Todd Shipyards, Inc. Ship Welder Became sel £- 
Seattle, Washington repaic employed 


4/1945 4/1954 Self-employed Orchard Owner & Sold orchacd 
Wenatchee, Washington ownerc- Manager 
ship 


4/1954 Present Orondo Orchards, Inc. Orchard Owner & Not terminated 
P.O. Box 1706 owner Manager 
Wenatchee, Wn. 98801 ship 


§/1985 §/1987 Columbia River Orchards, General Sold stock 
Inc., P.O. Box 1706 Orchard Manager interest 
Wenatchee, Washington ownership 


3/1965 Present Highland Orchards, Inc. General Not terminated 
P.O. Box 1706 Orchard Managec 
Wenatchee, Washington ownership 
98801 


| com CC. pee an Ly 


“Serum onesnintenennenene en meratet 


10 (a) siness Organizations: 


Bu 


Name and Address Type of Date connec- Position ~ Time Compensation 
Business tion was held 
established 
Sub- is 


oQrondo Orchards, Inc. orchard May, 1954 President, 
P.O. Box 1706 owner= general stantially 
Wenatchee, Washington ship manager & 50% 
98801 one-hal£ 
owner 


® Compensation 45 general manager and director. 
approximately $15,000.00 annually 
One-half of earnings distributed, approx. 2¢ ,200.00 annually 


Highland Orchards, inc. May, 1965 President, Sub- 
P,Q. Box 1706 orchard general stantially 
Wenatchee, Washington owne=~ manager & 50% 
98801 ship one-half 
owner 


* Compensation aa general manager and director, 

approximately $15,000.00 annually 
One-half of eacnings o£ Gerporation, 
approximately 60°,000 .00 annually 


washington-Oregon Price nego~ 1.954 Director Meetings Expense 
Canning Pear tiation for on call, 
Association. members approx. 

Holtzinger Bldg. bi-monthly 

Yakima, Washington 


Ll (a) mransactions with grokeraqde Houses: 
Walston & CO. Seattle, Washington 
Hacris Upham & Co. Seattle, Washington 
Foster & Marshall Seattle, Washingtc™ 
£,. F. Hutton & Ca. New York, N.Y. 
Reynolds & ca. New York, N.Y. 
Blaic & Co. New York, N.Y. 


fut ot .- 


ae Ae No 


— tietag bass ceenattet ‘ ; 


Teer cece ae Rea $e it ane 
earn naemcstinmaninmng yi : u t { 
coercion 


sass any tm ereew. UN appiicatas ! sagen meee ence 
asun'tatnns? priaton tee menbveshep ia wach ae et hae of 


‘ 


a ee € 


sm at present 2 proprietor, partner, director, officer, contrniling stockholder, employee, or member of the 


following business OF AMILAUGAS: ities felt detente cactumiag mtdcoe tone ut buemeen date rwenertion wee setubitehed 
promis botd, odremems ud (mee dowwtmd (Revet@® sad compemeaien ~ermemd. |} 


( SEZ ATTACHED 


(b) [ have at present a &nancial interest (through direct of indirect stock or bond ownership, through out: 
xanding loans, o¢ otherwise) wn the following companies engaged in a secunties or Gnancial of kindred 
business: (Give (oll derasted 


NONE 


ene ere a nnnnetannnnAInnE RE RRRRER REED RERRERRREREREREEEEaReEEnenRnnennmmemmnmnenne 


(c) I was formerly a proprietwe, partner, director. officer, employee, or member of the following busines 
Ongasuaations: (Give deses of conmenizen, iype of busaeve, eddeves sed prestion hots.) 
‘ b In P.O. Box 1706, Wenatchee, Washington 
May. 195S-mMay, 1957; orchard ownership; position, general manager 


and director 


1) (a) [ have, of have had during the past ten years, transactions wich the following brokerage houses, enher 


in my own name of in another style: ‘Give sideman. State erie wend (or (ransagtions set contented ia own same.) 


erence een LLC NETL LL CT 


ct eT OE Een 


(b) | have, of have had during the past tem years, scrounts oF other dealings (including loamy granted of 
Jemed) wth the following bunks of other financial organizations, cuher in my Owa name of in another 
Style: hone abdomen tate wooly ered fe meme se lunes me Consens <a ceme name) 


Seattle-First National Bank, Wenatchee Valley Branch, Wenatchee, Wn. 
ia a ¢ mria Valley Bs WwW shee, Wn. 
Wenatchee Federal Savings and Loan Association, Wenatcnee, Wn. 


| ANSWER “YES” OR “NO™ TO QUESTIONS 12 THROUGH 21. 
i 


Have you ever used of been known by any name or style other than as shown in 
Scacemencs | and 11 above? 


(a) Have you ever been refused a bond by a surety company? 


(b) Has any surety company paid cut any funds on your coverage or cancelled your 
coverage? 


Have your services ever been terminated by any employer? 


In your previous business connections or employment in any capacity, has any trans: 
action under your attention ever been the subject of a legal proceeding or a writen 
complaint? 


(a) Have you ever been a member, or sssociated as a principal with a member, of any 
securities of commodity exchange? 


(b) Have you ever been a member, or associated as a pencipal wich a member, of the 
National Association of Secuncies Dealers, Inc, or any other association of secure 
ity or commodity brokers, dealers. investmenc bankers o¢ investment advitors” 


(¢) Has any application fue your approval by such an exchange of asociatica, as a 
member or otherwise, ever been densed or withdrawn? 


Have you ever been associated (45 2 prinerpal, cmployce o¢ otherwise) with any 
vrpanization which, of a principal of wiveh, to your kanudledge wae evfuced 
memberstup oe withdrew an applcacen for memircrsinp in sch an et ‘one ot 
aswniatant? 


(a) Have you ever heen expelted, suspembed oe cdherwee dewiphoed by the Se acs 
areal Eautcange Casnereessnte ce liawe yotad ea tte non ewer Leese the sarispret cod oe tite 
vestygatman by che Comemesswie? 


(Hh) Phra van ever ives ermetied susmendel fined cencutedt ef atherwue Uarehned 


. amociatiwa? No 


17. (a) Have you ‘been exp J, suspended of otherwise diseiplined by t ccurities 
and Bachemge Commusnn, o¢ have your astiemes ever heen the subjecs of an ine 


vestigatren by the Commusson? No ila : 
(b) Have you ever been expeiled, suspended, fined, censured of otherwise disciplined 

by a securties exchange, commodity eachange, the Natiaal Assncration of Securi- 

tes Dealers, Inc, of amy other association of securty or commodity brokers, No 


dealers, invesement bankers or invesiment advucrs? 


{¢) Mawe your activities ever been the subject of an investigation by such an exchange 
or asemmiation, or by or on behalf of any Scate secures commission? Reivers 
No 


(d) Have you ever been associated (as a prinapal, employee of ocnerwise) with any 
organization which, or a pnncipal of which, to your knowledge was expelled, sus- 
pended a otherwise disciplined by such an exchange or assomation of by the 
Seeuritics and Exchange Commusion? ? 


18. (a) Have you ever been denied a license, franchise, permit, certificate or registration 
required to engige in the securities, commodities, or any other business or profession? No 


(b) Has any such license, franchise, permit, certificate of registration which you have 
heid ever been suspended or revoked? 


(c) Have you ever been prohibwed, temporanly or otherwise, from engaging in she 
secunties, commodiges, of any aber dusness or profession, or from dealing in any No 
particular secunty or commodity? 


(d) Have you ever been associated with any crganization which, or a principal of 
which, to your knowledge has been prohibiced from engaging in any Cusiness or 
‘easion or from dealing in any parucular secumcy of commodiry, or whose 
franchise, permit, cermScace or regucration requured to engage in any busi- No 

news or profesmon has been denied, suspe:cied of revoked? 


19. (a) Have you ever been arrested for, or formally charged sith, the violation of any 
criminal law (other than minor trafic nolanons) or have you ever been accused 


before a court-martial? SES > Me oat 


0b) = you now or have you ever been involved as a party in any other proceeding 
‘ore a court, an arbirauion tribunal, an admuustrative agency, or other ¢ ae 
* tory body? i ow See below _ 


20. Have any judgments, liens, actachmenas o¢ other encumbrances ever been Gcen or 
fled against you? 


21. Have you, or any organization with which you have been assocated, ever failed in 
business, made a compromue with or an aasignment for the benede of creditors, aken 
advantage of any Exempcon Law, or been a party to any voluntary or involuntary 
bankruptcy or insolvency proceeding’ PELE: > a UNE 


f YOUR ANSWER TO ANY OF QUESTIONS 12-21 IS “YES”, PLEASE GIVE PULL DETAILS 
(Astach separate signed sheet if necewary) : 


Question No. 
19 (5) | Plaintiff in sending action against Reynolds & Co. 
nd Ralph £. Carnenter, Jc., New York, for damages 


in connection with stock transactions in 1963, 


U. S. District Court, Southern Division, New York, 
Cause No. 65 Civil, 945 


f ea ey eee omen ne Sa ee N.S aN HN ha HO OTN RCT ON 4 Rema Oe 


é 
/ 


O O 


(Copy Receiot) (Clerk’s Date Stamp) 


0 
Superior Court of Washington Cr a Ee erenevnenes COUN 


EE ERNE 


by virtue of the 
Washington, in and for caid County, which Court is @ Court of 


having common law jurisdiction; de hereby certify that 


was on the..}i.....day of.-...-. asses 
signed the same, a dulyappetored._and qualified notary.public 
in and for said County and State and authorized by law to administer oaths and take acknowledg- 
ments therein. That I am acquainted with his signature and hand writing and verily believe that 
the signature subscribed to said certificate is his signature. And that said certificate is made and 
executed according to the iaws of the State of Washington. 

IN TESTIMONY WHEREOF, I have hereunto set my hand and affixed the Seal of said Court 


this... LS. day of. Berek , 19.-49.. 


pone coeal MURIEL £20470 


By 4 Pas 
Deputy. 


Than dined 10 ueremieed aqainnt vateoretel siteratian, SMER guaranty 1 tismred 
Wasmagies Loged Stone Za \Cerunente of Oftierel Charecter! Foren me. 14'sh 


ie 
D7 eg SM oa 


nl 


22, Tac will bz your specific activities (if any) with che member organization? 


iy ye eee en cameras 


None 


Onher than as shown if Scacement 10, do you intend co devoce your time exclusively co che business of che 


member organization? (Answer "Yes'' o ‘“No'’.) Sn 5 \~ 


Fue purposes of decermining examinativa requirements in connection with joing New York Sock Exchange 

=Natiunal Association of Securities Dealers, Inc. examinations, please indicate whether of noc you have 

ever becn regiscered with the National Association of Secursies Dealers. Ine.? (Answee ‘'Yes'' of '"No’’.) 
No 


{ RECOGNIZE THAT THE STATEMENTS HEREIN (AND WN EVERY SUPPLEMENTARY SHEET ATTACHED 
HERETO) SILL BE VERIFIED BY INVESTIGATION, AND HEREBY DECLARE THAT THEY ARE TRUE, 
COMPLETE AND ACCURATE. 


*tn consideration of the approval by the Boacd of Governors of my firm's applicacion for me to become an 
allied member of the New Yours Stock Exchange snd 3 general pactner o¢ Holder of voting scock, | hereby agree 
thac unless the Exchange waives (3 required basic allied member examination, | will, wicnin cnree months foi- 
lsering (4) one year alter becoming an allied member withouc having passed such dasic examination o¢ (41) my 
fasiuse to pans such Dusic examination alter noe more (nan chree actempts. wnichever occurs first, retire 28 3 
general partner vd. or dispose of all of my voting stock in my member organization.* 


*{ fuecher state chac | have read the Constitution and Rules of the Board of Governors of the New York Sock 
Exchaage acd | hereby make applicacium to become 34 allied member of the Exchange. | hereby pledge my- 
self to abule W the Cunsiitution and Rules of the Board of Governors of ine New York Mock Exchange as we 
sume have been of shall be from cima tu time amended, and by ail cules and regulations adomed pursuant Co the 
Constitution, this pledge te become effective in che evenc of, and forthwith pod. the approval of this appli- 
cation. 


©The language enclosed in asterisks applies only to proposed ailied members. 


Dace A ril 15, 196 


St day of April in the year 19 69 


rms 


hefure me personally came _VERNON A, STOCKWELL _______— ‘© me known, 
und knwen tome to be che person described in and who executed (Oe Laeeguing insicumend, dvd he 
duly ackhaweledged (a ae that he crecuted the sape 


CANS Oe 


NOeaTY Public ™ ity and toc “tite Stace 
of Washington, fesiding at Wenatciice 
6 executed ovesme wl New York “ute, at wt Certilicate of County ¢ lerk wt ther apprepenace offie sal 
an to the authawity vl the Notacy Public of ciher oftieaal taking the se haere Lenk gine Ht. 


CORPORATION 


NEW YORK STOCK EXCHANGE 


Financial Supplement to erga of 


LVt4 
. VERNON A... STOCKWELL Dated . Reid, & 1969 


Concerning the Member Corporation, 


. My oet worth (including equities in teal cri «+2, securines and other propercy) is in excess cf slcee a 


{ 
STRIKE OUT INAPPLICABLE WORDS IN BRACKETS. A STATEMENT | 
ANSWERED “WILL NOT™ REQUIRES NO FURTHER ANSWER. 


I 4@Ft] [will noc] be a director of che corporation. 
I {off |] [will aoc] be an onicer of che ain ye" (Seace office to be held, if any): — 

. L [will] [wili-aee| own is shares of 7 vcane stock representing © - (.5% of the voting stock of the 

corporation for which I will pay $/ Sify representing (pas] [book] (agsesd] vaiuc. 
I [will] [wélaes| own WOU A shares 3 Roarorag scock representing + 42.2% of the non-voring scock 
of the corporation for which I will pay $2562 representing {par} (book) (ageeed] value. 
I [welt] (will coc] own [_______ debentures bearing % incerese for which I will pay $___]} 
{ participaciag debentures for which I will psy $___________]. 

. 1 [will] [wala] ma’: a subordinaced loan to che corporation of f/SO MY oy cxf 2 ee {ext} 
(market value of securities], for which [ wiil receive interest at the race of me ee The subordinated 
loan will expire 
I {wetk] (will sot] subordinace my claim co che equity in my accoune with che corporation, capuoned 

which has a {debit} (credic} balance of $e 
and long secucities with 4 market value of § —____.. As compensatioo therefor, | will receive interest 
at the case of %. The subordiaacion of my claim will expire 
. (a) The corporation [wrt] [will soc] pay me a salary of $ per 
(b) The corporasion [ycth] (will aoc] guarantee me compensation of $.______. a year, in salary 
aad/or participatioa ia corporate prodcs. 

(2) I have noc bocrowed, nor will I borrow, and no one ocher chan myself haz any interest in, any of the 
cash oz securities used co purchase the corporation's scock or debencures, loaned to the corperation, or 
included in my suboedinated account with the corporation (as the case may be) (EXCEPT AS 


oo 
(b) Lhave ne given, nor il give without the prior arprowal of ci. Sachang., any note, obligatiun, 


acknowledgment, assigamens of other agteemene with respect to he stack or debencures co be purchased. 
the property co be loaned, or the property included in my subord:naced account (as the case may be), 
Ho ee 


aor with respect to any interest OF CoOMpemsaiion wHich | wilt Ftcive from the corporauon (EXCEPT AS 
FOLLOW3}: 


(<) (FOR PROPOSED ALLIED MEMBERS ONLY) [ have ao other loans or borrowings reportable under 
Rale 420 of the Board of Governors (EXCEPT AS FOLLOWS): 


(The spece sbeve may be ased far the fuller expisancne of say easetmet 1 chs Suppicamene. ) 


JAMES having been first | 
duly sworn by the Notary Public, was examined and 


testified as follows: 


EXAMINATION BY MR. REILLY: 


State your name, please. 


Arneii. 


Where do you presently resid::? 


| 
| 
| 
| 
j 
| 


A 921 Bryan Street actually is my permanent address. 


I am staying at the New York Athletic Club here. 

MR. REILLY: Would you mark as New York 
Stock Exchange Exhibit 1 for identification a 
document which I believe is an application for 
approval of Mr. Arneil by the New York Stock 
Exchange, including the financial supplement to 
that application. 

(Application for approval of Mr. Arneil by 
the New York Stock Exchange, ineluding the picwiere! 
supplement, was marked NYSE Exhibit No. 1 for 
identification, as of this date.) 


Q Mr. Arneil, I show you this document marked 


ee 


New York Stock Exchange Exhibit 1 and ask that you look 


it over with whatever care you choose. I want to ask you 


vat te dah, 


thereafter if it bears your signature in a couple of 


bev. 


apn re re 


ey 


laces and whether the information contained in this, so | 
P 
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VERNON A. STOCK Wey, L, having 


been fi it duly sworn by the Notary Public, wag 
@xamine and testified as follows: 


EXAMINATION By WR. REILLY: 


Q Will you state your full name and address? 


A Vernon A. Stockwell, 2101 Cedar Street, Wenatchee, 


Washington. 


Q Mr. Stockwell, before we recessed at noon 
today, I indicated to your counsel that 
would be willing to adopt as your testimony any portion 
of that given by Mr, Arneil, it may expedite this 
deposition. 

As I am sure your counsel hag advised you, 
you can answer any question YOu want as you best sce 
t26. I was merely Suggesting that as e POSSible way 
of proceeding. I don't know whether 41¢ is appropriate 
to ask of Mr. Hannan at this time whether it would be 
appropriate for mM@ to proceed on that basis or So forget 

about it. 

MR. HANNAN: I don't Know, but I will offer 

this suggestion: Without a transeript of what 

Mr. Arneil has Said, it 1s very aifficult; our 

hearing and memories are somewhat fallible. We 


would be willing to review the transcript of dr, 


| 


to the extent you! 


| 


| 


~ 


“at 


POTS) ee cae 


See Se 


Stockwell 86 


MR. REILLY: I have no further questions 
of this witness. 
MS. GITTELMAN: I nave a few. 
EXAMINATION 
BY MS. GITTELMAN: 


Q Mr. Stockwell, during the period 


January 1969 until the present, did you 


reside in the State of Washington? 
A Yes, I did; I have. 

Q You also testified earlier that while you 
subscribe occasionally to The Wall Street Journal you 
do not remember whether you subscribed in 
A I don't remember, I could have. 

Q Would you have any records, a check to 
pay for the subscription, shat you 
A I might or might not. 

Q Would you endeavor to look 

Certainly. 

Q During the time that you were considering 

this investment in Slair, did you have any 

communication with Mr. Ramsey? 

Well, in the substance of me writing him a 
letter or calling him, no. I think I saw material 


Signed by “Mr. Ramsey; that is, stockholder letters or 
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Q I want to ask you some questions as to the 


manner in which your joint securities account with Mr. 


aad 


Stockwell operated. If I may assume that you had already | 


i 
i 
i 
1 
| 


opened such an account, whether it se with Blair or 


some other firm it's not particularly important right 


now. “ould there come a time when you and Mr. Stockwell 


would discuss the purchase of some security for shat | 
account? 


think you indicated previously that there 


were transactions but they were, as you believe, infre- 


quent. | 


it) 


A At the moment I can't recall in any of those account 


| 


anything other than the initial purchase and the sale 


but there could have been some additions to it. 


Q 


The initial purchase? 


A Yes, and the ultimate sale. But there could have 


been infrequent addition or some change iii there. 


Q When you say the initial purchase, would 


that be -=- 
A To open the account. 


Q Just open the account? 


Q Would tnat ve the initial purchass of just 


one company's security or would 1t be securities of 


Arneil 


several or more companies? 
A I almost have to look at my records, Mr. 
I think largely it was just one security. 
Q Can you recall the name of one company for 


illustration purposes? 


A Of the security? 
Q Yes. 


The last one was the purchase of Centronics Data. 


Q How do you spel. that, sir? 
Centronics, Centronics. 


Q What was the approximate total price of the 


shares of Centronics that you purchased in opening one of | 
} 


these joint accounts? An approximate figure is all I 
am asking. 

A The stock fluctuates so widely in price I don't 
know. I would hazard a guess, though, that somewhere 
between 15 and 25. I can't tell you detter than that. 


Q Taking this particular security, Centronics, 


and say within this range of perhaps 15 to 25 thousand 


dollars worth of its stock, 4s that what you mean, 15 to 
25 thousand or 15 to 25 dollars a share? 
A Did I say thousand? I meant dollars. 

Q I'm sorry. 


You asked me the price of the stock and I am 


a CRpETNT OES 
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estimating it was the price per share somewhere between 
15 and 25 dollars. 

Q Do you recall how Many shares were purchased? 

I believe that was 5,000. 

Q 5,000? 

Yes. 

Q It would be roughly in the range between 
75 to 125 thousand dollars, total purchase price? 

A If my figures are right, it could be, yes. 

Q I assume from your earlier testimony that 
you discussed this purchase with Mr. Stockwell prior to 
making it. 

A That is correct. 

Q Did you discuss anyone else? 

A. I would be reasonably it was discussed 
with Mr. McNell. 

Q Did you consider az, written material prior 1 
to making that purchase or Jointly making that purchase ant 
balance sheet, income statement, anything like that? 

A I doubt it. 

Q Do you know whether Mr. Stockwell consulted 

any such data? 


A I don't know that he did. 


i 
t 
| 
1 
| 
| 
H 
| 
| 
\ 
{ 
{ 
j 
{ 
} 
i 
1 
} 
| 


Q Would it be fair to say that you 


| 


Ramsey 

No, not at the present tin... 

MR, THOMAJAN: I think I should state for the 
record, Mr. Ramsey, as a financial consultant, is under the 
direction of whatever executive branch it is that he reports 
to, and will give financial consultation to such agencies 
of the Pederal Government as he is directed to. He is 
currantly assigned to the Small Yodineun ndeinenecucien: 
is that a fair statement? : > 

THE WITNESS: [It is a fair statement. 

Q Are you aware of any pending change in your @s~ 
signment? 

A No. 

Q Can you trace for us your path of advancement 
through Blair & Co., from approximately 1963, the date when 
you joined Blair, to the 1970 date when you left Blair? 


A I joined as a salesman, 48 2 Sales Manager, anc 


{ 

| 

| 

| 

| 

retained that post until - - the daces I can't remember, | 


but I was made Executive Vice President, ='m going to say 
in 1966, 1967. 

Again, in charge of sales and retained that until 
May lst, 1969, when I was made President of the firm. 

Now, there was, however, an office of the Presi-~ 
dent formed in, I think it was the latter part of 1967, < 


guess it was in 1968, sometine during 1968, in which @ cer~ 


i 
tain number of people were assigned to the office of } 
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Ramsey is 


Q Did you at any time execute a knuwledceability 


letter? 


A Myself? Not to my knowledge. I may have, but 


I don't gecall. it. 


Q Are you aware of any knowledceability letters be- 


ing required in connection with any investment in Blair 
& Co.? 


MR, THOMAJAN: Objection. You mean required 


glaig & Co.? 


MR, HANNAN: 


By anyone. 
A Yes, I think the New York Stock Exchange asked 
for certain knowledceability lerters with various people who 
did put money in Blair. 

Q Did you have any discussions with anyone at the 


New York Stock Exchange concerning the use of know ledgealit 


letters? 
A No. 
Q From whatever source, do you have any understand 


ing as to the circumstances under which knowledgeability 


letters were acquired by New York Stock Exchange? 
A No. 
Q At some point in time, did you become a member 
of the Executive Committee at Blair? 


A Yes. 


What was the Executive Committee? 
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Biairm & Co. vc. 
20 BYToOan STRECT 


NEW YORK. N.Y. i 3 
Alems 8 Cable Address 
Nee York Stock Uachange OCRIALD NEWYORK 
Amenesa Steck ‘xcheng? Telephone 
blidwese Seach ©. change Ha ee gl snes DI 4-4000 


September 25, 1970 


Dear Subordinated Lender: 


This is to advise you that. in order ¢t6 enabia 
the New York Stock Exchange *o provide dizect or 
indirect assistance to Blair’; customers, the 
Exchange today apoointed Mr. Potrich F. Scorese@ 
au liquidator for Blaiz. 


You are invited to attend a meeting a 
Wednesday, September 30, 1970, at ll Wal 
New York, N.Y, in the Boarc of Governor 
the Sixth Floor. All of our subordinate 
are being asked to attend this me@ting 

_meet with Mr. Scorese and others iscussion 
of the effect of ths appoinssent 
Blair and of the cutiock for ihe 


ff w 


3 


I sincerely hope that you will Joe 
attend this meeting and I leis forwacd 
there. 


President 


SOG AA NANA ALTACE. TSA NAO WR AS pe Sd 
ZA 
‘ 


BLAIR & Coy lac. 
20 BROAD STRKET 


oa 
WEW YORK.N,¥. 10005 7460 2 

alembers . ne Aion 
yr ie 


New Yok Stock Exchange 


an ey 
Ss — Cable Address 
sree" OCRIALD NEWYORK 


Amerveea Stockh Exchange Telepaone 
Midwest Ssoek Enchsage Rui Gress DI 44-4000 
Doyle Reporting Inc 
fe (29/2f- 


September 25, 1970 


Dear Subordinated Lender: 


This is to advise vou that, in order to enable 
‘the New York Stock Exchange to provide direct or 
indirect assistance to Blaizs's customers, the 
Exchange today appointed Mr. Patrick =. Scorese 
as liquidator for Blair. ' 


You are invited to attend a meeting at 4:00 ?.M. 
Wednesday, September 36, 1970, at 11 Wall Street. 
New York. N.Y... in the Board of Governors Room on 
the Sixth Floor. Ali of our subordinated lenders 
are being asked to attend this meeting in order to 
meet with Mr. Scorese and others for a discussion 
: of the effect of che apooincment of Mr. Scorese upon 
Blaic and of the outlook for the firm. 


+9 


hat you will be able to 


I sincerely hope 3 
I look forward to seeing you 


attend this meeting and 
there. 


i 
James 3. Ramsey/,/ sc. 

/ 
President 
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Exhibit 1. Exhibit 1 4s an accurate statement 
of all that. 

THE WITNESS: Yes. 
Q At the time you were working for 


did you still maintain residence in Washington? 


A I don't remember. Part of the time I was 


stationed in the State of Washington, so obviously I 


did then. 


Q During the time 
investment in Blair and up until the time you sent in 
the papers and the check on April 16, 1969, you have 
any communication at all with Mr. Lendman? 
A No. 
Q Did you have any communication with Mr. 
Ramsey during that time? 
A No. You mean directly? 
Q Yes. 
No. 
Q Did you have any indirect communication? 
Through Mr. Hepburn. 
Q Could you tell me the substance o% 
A I have already testified to it. Snall I 
the conversation again? 


Q Let's start with Mr. Lendman. “was 


Stockwell 


MR. REILLY: 
of this witness. 
MS. GITTELMAN: I have 
EXAMINATION 
BY MS. GITTELMAN: 


Q Mr. Stockwell, during the 


January 1569 until the present, did yo 


reside in the State of washington? 

A Yes, I did; I have. 
Q You also testified earlie 

subscribe occasionally to The Wall Street 

do not remember whether you subscribed 

A I don't remember. I could have. 
Q Would you have any records 

pay for t subscription, that you could 

A - »6Nht or might not. 
Q Would you endeavor to luok 
Certainly. 
Q Ouring the time you were considering 
this aveatasee in Blair, did you have any 
communication with Mr. Ramsey? 
Well, in the sutstance of me writ 
or calling him, no. 


by Mr. Ramsey; that is, stockholder letters or 


Lendman 
Officer? 
There were none- 
When did you become the Presiden 


I think it was November of 1967. 


Q Did you succeed someone else in that 
position? 

AQ 

o Who was that? 


. 


Ae Herb Marache, Senior. 


Q As of the time you became President, is it 


true Mr. Vanderbilt was the Chairman of the Board? 
A tes, 


Q Do you recall what Mr. Ramsey's joo 


was at that time or became at that. time? 

A When I became President, you mean? 

8 Yes, sir. 

A He may have become Executive Vice President 
initiaily, I don't know for sure. 

Q Was there any change at all in the scope 
of your responsibility when you became President as 


contrasted with Executive Vice President? 


Yes. 
What was that change? 


The other departments reported directly 


MANHATTAN REPORTING CORP. 
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Did you have a reporting relationship with 
Mr. Vanderbilt? 

A No. 

Q Did you have a reporting relationship with 
anyone other than the full Board of Directors? . 

A Yes, the Executive Committee. 

Q And who were the members of the Executive 
Committee, as best you recall, in the period of 
November of 1967? 

A I don't remember the exact Membership at 
the time, but I remember two Executive Committees, the 
first of which I was a part: Vanderbilt, Ramsey, 
Sullivan and Lendman. The second replaces Sullivan 
with Beu~ewl-tem=a=n. I believe those were the two 
during the time that I served on the Executive Committee. 

Q As I understand what your answer was: 
There were two executive committees, each of which you 


Served on; is that correct? 


A There was one; there was a change. 


Q I see. 
You did mention that there were two 
executive committees? 


A No; what I meant was there were two during 


MANHATTAN REPORTING CORP 
132 NASSAU STREET, NEW YORK 10038 ~ 267-2228 


emanannastéadie-dainebdianes ieee 
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anything that Mr. Hepburn told you that Mr. Lendman 
told him to tell you? 
A I don't recall any. 

Q Was there anything that Mr. Hepburn told 
you that he said Mo. Ramsey told him? 
A He could have. My understanding was, when I 
talked to Mr. Hepburn, that he was speaking for Mr. 
Ramsey. 

Excuse me, I a be wrong. Mr. Lendman 

would have been -- he was speaking for the president, 


whoever that was. Apparently Mr. Lendman was the 


president then. I didn't personally talk to Mr. Gendman. | 


Q Did Mr. Hepburn say in substance that he was 
speaking for the president? 
A I believe that is the way 
me. 

Q By whom? 

By Mr. McNell. 

Q Did Mr. McNell say in substance that 
Mr. Hepburn spoke for the president? 
A That was my understanding. 

Q During this time, did you have any com- 
munication with Mr. Vanderbiit? 


A I don't recall. Certainly no personal conversation 


otateae Ra Oh Abs ax 
jane ee 


—— 


Stockwell 
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not necessarily Mr. McNell, during the time when you 


were considering inves in\Blair, uptill April is 
2 > 


1969. 
A Certainly. I will furnish them to my 
Q Also during the same period, prior to 
April 15, 1969, did you have any direct communication 
with Mr. Lendman? 
A No. 
Q Did you have any direct communication at 
that time with Mr. Vanderbilt? 
A I met Mr. Vanderbilt one time. 
invroduced me to hiz % spent five m 
We said hello, glac meet you, and nothing about 
Dusiness matters. 
Q Where was this? 
in his office. 
Q Where? 
Blair & Company. 
Q Do you remember the approximate date? 
Oh, 1¢ would have been probably in 1969. 
Q Can you narrow down as to when in 1969? 
Was this srior to April 15, 1969? 
A I would think it was later than that, 


not certain of the date. 


Va ager Diad® 


to 


roduce them 


to P 


Vanderbilt 

A Correct. 

Q When was that? 

A If somebody could suggest the year -- 
I don't know exactly what year it was. 

Q What is your best recollection? 

A I do know it was shortly after the death 
of the then-chairman of Blair §& Company Joshua Davis. 

Now, when that occurred -- 

Early 1960's? 

I would think later than that. 

I could get that information for you. I 
don't want to speculate because I don't know exactly 
what date it was. 

MR. THOMAJAN: If you leave a blank 
in the transcript, we will insert the date 
with the return of the signed transcript. 

INSERT: i 
Q ° In the year 1968, Blair had an executive 
committee of its Board of Directors; is that correct? 


A They did have an executive committee at 


some point in time; whether it was '68 or not, I 


don't recall. 
Q You are a member of the executive 


committee? 


MANHATTAN REPORTING CORP. 
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Vanderbilt 
committee outside directors? 
A I don't: believe so. 
© Q. «+ In addition to being chairman of the), 


Board of Directors at some point in tine, did: yeu 


hold any other offices during your tenure in Blair? 
I am talking within Blair, not any affiliated 
organization. 

A Well, I started with Blair as executive 


vicaepresident. Is that what you mean? 


9) Would you trace for us what your path 


of advancement was through Blair to the point where 


you became chairman of the board? 

A I started as executive vice-president 
and somewhere along the line I resigned from Blair 
because I was spending more and more time on the 
development and management of Capital Management 
Corporation; and then subsequent to that after Mr. 
Joshua Davis died, I was requested by a group of 
Blair directors to consider coming back into 
Blair, which I did, as chairman of the board. 

Q Were you aiso chairman of the executive 
committee? 


A No. 


Q Who was chairman of the executive committee, 
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anything that Mr. Hepburn told you that Mr. Lendman 
told him to tell you? 


A I don't recall any. 


Q Was there anything that Mr. Hepturn told 
you that he said Mr. Ramsey told nim? 
A He could have. My understanding was, when I 
talked to Mr. Hepburn, that he was speaking for Mr. 
Ramsey. 

Excuse me, I may be wrong. Mr. Lendman 
would have been -— he was speaking for the president, 
whoever that was. Apparently Mr. Lendman was ‘She 
president then. I didn't personally talk to Mr. Lendman. | 

Q Did Mr. antics say in substance that he was 
speaking for the president? 
A I believe that is the way he was introduced to 
me. 


Q By whom? 


By Mr. McNeli. 
Q Did Mr. McNell say in substance that 
Mr. Hepburn spoke for the president? 


A That was my understanding. 


munication with Mr. Vanderbilt? 


A I don't recall. Certainly no personal conversation 


| 
| 
Q Duriag this time, did you have any com- | 
4 
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mot necessarily Mr. McNell, during the time when you 
were considering investing in Blair, up till April 15, 
1969. 


A Certainly. I will furnish them to my counsel. 


Q Also during the same period, prior to 


April 15, 1969, did you have any direct communication 
with Mr. Lendman? 
A No. 

Q Did you have any direct communication at 
that time with Mr. Vanderbilt? 
A I met Mr. Vanderbilt one time. Mr. “McNell 
introduced me to him. IT spent five minutes wi him. 
We said hello, glad to meet you, and nothing about 
business matters. 

Q Where was this? 

In his office. 

Q Where? 

Blair & Company. 

Q Do you remember the approximate date? 

Oh, it would have deen probably in 1969. 

Q Can you narrow down as to when in 1969? 
Was this prior to April 15, 1969? 
A I would think it was later than 


net certain of the date. 
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Davis, ARNEIL. Dorsey & KiGHT 


668 COMEE@ BuMQrns 
reeves rs Gave 


SOS smmcig 


WERATCHEL, WaSeumGTOn @@e0r 


meUee @ aent April 16, 1969 


MISE. 

REGISTERED MAI Dott. & 
RETURN RECEIPT REQUESTS Exi iad os 
AIRMAIL, SPECI JELIVERY erat cus Soe 
IRMAIL PECIAL DELi Walter Shasire CS 


Doyle Regerting inc, 
Mr. Thomas R. McNell /0-92-9= 
Blair & Co., inc. 00 = 28°75 
Broad Street 
NEW YORK, N. Y. 10005 


Dear Tom: 
On behalf of Vern and me, we each enclose t.>4 following: 


Three copies of New York Stock Exchange Long-Feri 
Allied Member or Non-member Application. 


Three copies of Stockholders Agreemencs with Exchanges. 
Two copies cf Collateral Agreement. 
Three copies of Secured Note, with Annex. 


Three copies of New York Stock Exchange Financial 
Supplement to Application. 


The stock we are putting in is 4600 shares oz City and 10900 shares 
of Servotronics each. 


Vern says you have 2300 shares of City in his cash account. 
Enclosed herewith is 40, additional 2300 shares of City? ™lus 1000 
shares of Servotronicsi*wWoich completes his stock contribution. 

Enclosed from me are 2300 shares of city. These certifi- 
cates were issued before the two-for-one split and represents 4600 
shares on today's macket. I assume the rignt to receive the addi- 
tienal 2300 shares go with the enclosed stock certificates and that 
they represent 4600 sharcs at this time. I nave 1000 shares of 
Servotronics in my account at Blais. Sinee there is no balance 
against this account, these shares are availad le to use for this 
transaction and I am enclosing an aissicnment of stock, if there is 
necd for it, to take tnis 1000 snares from my account and deposit 
with Blair under this new arrangement. I am also enclosing an 
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additional assignment covering tne furthes 2300 sharcs ef City 
in case it 15 necded. This compietes my stock delivery. 


. I am aiso enclosing as a pact of my application my 
original certificate of derivative citizenship. my facher wos 
bern in Scotland. went to Canada os a young "on. and i was born 
in Seitish Columoia. at the age of five. L came to the State of 
Washington with my family. and ™7 family was natucaiized in 1931 
peior to the time I became 21, thus entatiaing 2 to derivative 
eitizenship. Please see tO 1t tHat this cectsficate +S peomarly 
returned to inc after 1% Has gecved iS purposc. t would thank val 
that is necessary i$ that someone inspect 4% OF 
papers and that then 2t can be pamediatewly iat 


Incidentally, we attacned Superseor eure 
eates regarding the notary to just the ofaginal 
of the long-form application, since only 
the Office of the Secretary. 
and does not need such a cectizicatc. 3ut Lc 
acquirce an additional one foc each appircatson. 

Me. Hepourn advised ho would send ws weex eLtner executed 
copics OF photocopies of all tne enclosures whet tae!’ ‘ave becn 
completed by che other signing pactics. We have cacarned no copics 
and would each Like to have a complete set. om 


We ace also each enclosing checks foc $15,900.00 for 
purchase of the Slair capital stock uniti. 


Please review all of the enclosures eo see% 1€ they ace 


in ocder, and Lf onything needs changing 72°" 48° & Cali and @ 
can do whatever +4 necessary. 


Best regards. 
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that context there was that type of conversation. 


That conversation, however, did not relate 


specifically to the ultimate purchase. In other words, 


4t was not a proposal then to buy stock of Blair along 
with subdordinating account. 

Q Before we get to (i: conversation which 
might more fairly be deemed directly relating to a 
proposal, were there any other similarly general conver- 
sations that you had with anyone concerning investing 
in Blair? 
A As far as I know, there are just those mentions 
with Mr. McNell about his purchase of stock in Blair 
himself. 

Q This was at least several months prior to 
March or April of 1969? 
A Well, in that period; in that period. It might 
have -- Mr. McNell was there for some time and it coud 
have been that from time to time while he was there he 
had mentioned his program of buying and the benefits that) 
accrued to him and the other officer class, I suppose, 
or employees at Blair who also owned stock. 

Q Do you recall now many of such general con- 
versations you had with Mr. McNell? 


A No. It was mentioned from time to time. 


Arneil 


Did you ha aS Many as a dozen? 

Oh, I couldn't say. I doubt that. I do doubt 

Q There was more than one, you believe? 
A The best I can tell you is in this period prior to 
the time of my actual subordination of the SDN account 
and prior to the time of specifically arranging for that 
particular account, Mr. McNell had discussed and made 
mention of the fact that he and his brother were buying 
stock in Blair and as one of the benefits of such a 
purchase they were permitted to participate in what 
Called private placements or dividends of some sort 
that type of thing. 

Q Did Mr. McNell say anything else to vou 
that subject? 
A Well, that -- 

Q At that time. 
A That he would like to arrange that I,be able 


to and that Mr. Stockwell be able to make such purchases 


also but without being -- he had ascertained that, with- 


out teing a stockholder in Blair, we would not have that 
privilege. 
Q Did he say anything else? 


He may have, but that's the general substance o* it. 


S Is there anything else that you can recall? 


fad 


nepmmmenee, en ne re ren © 


Arneil 


In what connection? 

Q In this connection. 
A Well, that is the substance that recall that 
general tvpe of discussion. 


Q Did he ask you whether you would be intereste 


in becoming a stockholder of Blair? 


A I don't know that he talked about it then because-—— 


but if he did I think what he would have said was there 
wasn't any opportunity to. 

Q Do you know why he even raised the aniekeas at 
aii, why he even mentioned the investments that he and 
his brother had made in Blair? 

A I think he was just discussing what he himself was 
doing. 

Q Did he say anything about how well or how 
poorly the investments were working out? 


A My recollection is that they had al. -- they had 


largely worked out quite well, that is, the initial pur- 


chase price was relatively low compared to what the stock 


would ultimately be publicly marketed for. 


(Continued on page 45) 
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Q Did you have conversations sf a similarly 
general nature with respect to investing 
or about this time with anyone other than Mr. McNell? 
A No. 

Q Did you discuss it with Mr. Stockwell? 
A Oh, I see. I could weli Save. I don't recall a 
specific ce:vversation, but [I could well have. 

9 But in any event, vou had no such conver- 
sations with anyore else representing Blair? 


A The only possible exception would ve with Mr. Sam 


MeNell. I don't recall any. 
Q Mr. who? 
Sam McNell., Tom's brother. 
Q Do you recall any such conversation -= 
No, I don't. 
Q -- with Sam McNeil? 


I do not. 


Q Ts 1% a possibility? 


It could be a possibility. don't recall any. 


Q Other than this general conversation or 
conversations, if there be more than one, with Tom McNell 
and possibly one with Sam McNell, as to which you have 
just testif ed, when next did you have ary con ersation 


with any one concerning your investment of any funds in 


Arneil 


Blair, either by purchase of stock or secured demand 


note account? 

A I would say within perhaps the two or three-week 
period prior to April the 2nd, 1969. That is my approxi- 
mation. It might have been somewhat slightly before 
that, somewhere in the relatively short nertod prior to 
April the 2nd. 

Q° Would it be certainly during the month of 
March, 1969? 

A Yes. 

Q Sometime during that month? 

A I would place it basically during the month of 
March. I won't say it didn't wake place sooner. 

Q Whenever it took nlace, whether during the 
month of March or perhaps shortly prior ¢o March, with 
whom did you have any such conversation or communication? 
A The number of people? The names of the people? 

Q The names of the people. 

A Mr. Tom McNell and Mr. Ben Hepburn. 
is Hee-p-b-u-ren, 

Q Anyone else? 

And Mr. Stockwell. 

Q Anyone else? 


Are you including or excluding my wife, people 
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Q Have you seen Exhibits 2-A and 2-8 before? 
A This I believe to te copies of the documents sent 
by McNell, and I have read them if theyare $0, 10 that 
is what they are. 


Q Do you recall when you read them? 


A Oh, 1t would have been at about the time that we 


signed the agreements for purchase of the stock. 
Q Did you have any conversations with anyone 


with respect to these two exhibits? 


A With Mr. Arnier and also perhaps with Thomas 
MeNell, to the extent that he said he was sending them 
and that these would be copies. He wasn't sure what 
would be suggested to us would be identical. We were 


totally unfamiliar with this, and this was to give us as 


something to talk to Mr. Hepburn about. 

Q Do you recall any conversation you nad with 
Mr. Arnier with respect to those two exhibits? 
A No, I don't, not specifically. We did talk about 
them. We had dothread them. The notes upon them are ag 
we perhaps discussed some parts of them. Perhaps th 
ones he has notes on them; I don't know. 

There are things, in reading them over, we 


would rather have seen not there. 


Q What othe~ documents did you execute in 


tockwell 


Q That is what you sicned at that time? 

Yes. 

Q Who first suggested to you that you consider 
investing in Blair either through the purchase of Blair 
Stock or otherwise? 

A Me. Thomas Mcilell. 

Q When did he do so? 

It would have been prior to our purchase. 

Q I assume that, but can you indicate when? 

A I would say within a month or six weeks prior to 
our purchase. 


Q Was that during a telephone conversation? 


Q Wno initiated tnat call? 


A I can't tell you. I placed calls to him on a 


coliect basis. He called me at times. ZT wouldn't 
know which way. 
Do you recall what he said? 


I wouldn't recall directly what he 


| 
9 Did he tell you substantially what Mr. Arnei1| 


testified he cold Ur. Arneil? 
A He told me all of those things. 


Q Did he tell you anything in addition to wnat 


Stockwell 


he told Mr. Arneil? 
A Yes, I would think he did. 
Q Will you tell me what he told you in 
addition to what he told Mr. Arneil? 
A Well, my conversations, perhaps lMr..Arneil's 
also -- 
Q I didn't hear you. 
A My conversations with Mr.McNell about -- now, this 
Was not in regard to our purchase but about she stock 


of Blair, Inc. -- goes back somewhat further because Mr. 


McNell had been employed by Blair & Company I be .seve 
since sometime in 1964, in nee aed, and over the 
vening years, which I would hav. Seen four or five, | 
he had discussed at various time the certain private 
offerings which he had been buying but we couldn't buy. 
He also had told me of how well these things 
had done for them, and so we talked of these things at 
various times. It wasamly shortly before our purchase 
that he told us that there was 2 possibility that we 
might at that time become eligible. Tne corporation was) 
willing to accept certain of their accounts -=- he callea 


them "key accounts” -- or a particular good customer who 
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would be offered a chance in buying common! 


| 
| 
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shares or a oackage of shares which consisted of common 


Stockwell 


and preferred, along with subordinated Gebentures, and 
by so doing would be able to Suy -- be able to become 
qualified to buy these private offerings and warrants 


and all the various goodies, fringe benefits which come 


aiong with ownership of stock of Blais. 


This had been discussed Drior to the time 
we were eligible, and it was discussed after he thought 
we had become eligible. 

At that time he did then Suggest that he 


would put us in touch with Mr. Hepburn so that we might 


discuss this with him in detail. 

Q I would like to interrupt, please, and I do 
it only with a view to expediting this. 
want to know is anything that you now recall that Mr. 
MeNell told you in addition to what Mr. Arneil testified 
that he told Mr. Arneil, whether it be -- 


A Well, I would say this: My impression of what 


he told me as to how well these things had done, I seemed | 


to have a better understanding or a greater understanding | 


of how profitable this nad been than Mr. Arneil testified | 


to. 
In addition to that, he told me that the 
reason Blair was accepting this additional capital was 


not because it needed capital. This was simply, in 


eer aren ae 


Stockwell 


effect, to accommodate certain key accounts and do them 
a favor, in recognition of their business and support of 
the organization an that this was to enable us to share 


in some of the profits being made by Blair because of 


those things. 


Q Anything else you recall? 


Excuse me? 

Q Anything else that you recall? 
A I would say those were the two xey things, the 
fact that they didn't need the money <= 

Q Whether they are key or not, do you recall 


anything else other than what you have already testified 


I don't at this time. 
Q I am not sure from your answer what time 
frame you were referring to. 

Is it correct you were referring to all the 
conversations you had with Mr. McNell prior to April 15th 
A Yes; and those regarding profitability would have 
gone back to periods prior to 1969, based on their ow 
experience. Those regarding the matter of that Blair 
didn't need additional funds would have been very close 
to the time of our purchase. As a matter of fact, it wa 


explained to me that the Schwabacher people were putting 


ce reienentencrremsneneteeesdlivernmesenetn oon irene ranamicrsenses camino toning raring 
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since 1965? 


A I don't believe so. In a personal capacity, you 


Q As his attorney. 
A Well, let me ask you this. We are joint owners 
of two orchard corporations. I do work for those 
corporations on occasion when needed. 


Q But you have not -- 


A But so far as Mr. Stockwell personally is concerned; 
4 


I don't believe I have done anything for him since his 


will was prepared and that was ten or fifteen years 


ago. As far as I know, he has not called on anybody. 
I don't know. 

Q Did you have any particular reason for 
transferring your account from Reynolds to Blair? 
A Yes. 

Q Can you tell me what the reason was? 
A Our broker or registered representative that 
dealt with was Tom McNell and he transferred his 
affiliation to Blair. 


Q Had McNell previously been with E. F. Hutton? | 


Q And that is why, I assume, you moved your 


account from Hutton to Reynolds? 


Arneil 


That's correct. 

Q In 1969 did you read the Wall Street Journal 
om a regular basis? 
A No. 

Q On any basis at all? 
A Occasionally I have had several weeks' subscription | 
on a trial basis. I don't recall whether I had one that 
year or not. It is quite infrequent that I take is. 


Q I assume you do not read is currently? 


A Ido not. I read it occasionally but not currently; 


not regularly currently. If I am someplace where ‘here 
is one there, I am quite likely to 


infrequent. 


Q I assume from that you do not duy 

I do not buy it. 

Q That was true in 1969 so far as you recall? 
A Other than the possibility -- I don't think [ 
subscribed to it on a regular dasis for many years. 
used to many years ago. I would suppose that is ten 
or fifteen years age. 

Q Excuse me, had you finished your answer? 

Yes. 

Q In 1969 did you consult or read any other 


financial publications, newspapers or other periodicals, 
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Q Mr. McNell left Blair 4 Company and went 
with, eventually, Shearson Hayden Stone. 
A That's correct. 

Q And your account went with hin? I am not 
ta..<ing about every security, obviously, but the account 
Generally. 

A My account left Blair in around July of 1970 and 
I believe 16 went to Evans. I an not entirely clear in 
my own mind whether Mr. McNell, Mr. Tom McNell, lefts 
Blair at that time or some later time, but my account 
left at about that time. 

Q In any event, it ended up at Shearson Hayden 
Stone with Mr. McNel1l? 

A That is where it is now. 

Q With Mr. MeNell? 

With Mr. McNell. 

Q Did you have more than one account at Slair? 
A That {1s one of the firms I think -- it May de 
that Mr. Stockwell and I had a joint account. 

MR. HANNAN: Again -- 

Q Other than the possible joint account with 

Mr. Stockwell, did you have any other accounts at Blair 


than your individual account? 


A Again, I take it we are excluding the subordinated 


Stockwell 


Q You had made joint securities purchases? 


That's correct. 


Q And that you maintained securities accounts 


jointly? 
A We have at times, yes. 


Q Do you have anything to add in that area as 


to any additional joint investments you made with him? 


A No. I know of none other than what he mentioned. 
Q Do you have any Orekerage accounts at the 
Present tine? 
A Yes. 
Q With which firms? 
With Shearson Hayden Stone. 


Q Zs Mr. McNell the registered representative 


in charge of that account? 


A Yes. 


Q Do you have an account with any other firm? 
A .. Not currently. 

Q Did you have one with Xidder Peabody in San 
Francisco? 
A I have that. 

Q Was that at the same time that lr. Arneil 
had one? 


A Well, Mr. Arneil had one at the same time, although 


Blair, either by ourchase of stock or secured demand 


note account? 
A I would say within perhaps the two or three-week 


period prior to April the 2nd, 1969. That is my approxi- | 


st might have been somewhat slightly before 


that, somewhere in the relatively short veriod prior to 
April the 2nd. 
Q Would it be certainly during the month of 


March, 1969? 


Sometime during that month? 


A I would place it basically during the month of 
March. I won't say it didn't take place sooner. 

Q Whenever it took nlace, whether during the 
month of March or verhaos shortly prior to March, with 


whom did you haves any such conversation or communication? 


A The number of people? The names of the people? 


Q The names of the veople. 


A Mr. Tom McNell and Mr. Ben Heoburn. I believe it 


is Hee-p-b-u-r-n. 
Q Anyone else? 
And Mr. Stockwell. 
Q Anyone else? 


Are you including or excluding mv wife, peovole 


Arneil 


like that? I believe I discussed it with my wife. 


I recall nobody else. 


| 
Q In any event, certainly no one else associated) 


with Blatr? 
A No. 

Q How many such conversations did you have 
with Mr. McNell? 

A I can't be precise, but several, I would say. 

Q How many with Mr. Hepburn? 

A One that I recall. One that was specific in tha 
connection. There might have been one other in 
connection with filling out the -— what -= your Exhibit 
But I don't specificaliy recall that. 

out, however. 

Q The conversations that you had with Mr. 
MeNell on this subject, were these in cerson or over 
telephone? 

A They were on the telepnone. He would call me 
here, and I would be talking to him. 

Q This was, I understand, probably at 
some time during the month of March, 1969? 

A I would say that would be the most likely period. 
I know that they were included in the month of March. 


Q It might have been vcerhaos even Pebdruary, but 
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not come. 

Q IT believe you indicated earlier as to i 
Hepburn there was only one communication that you 
recallitoday, that is the one of April 2? 

A Other than possibly one in connection with 
completion of these documents. 

Q In any event, let's take She one of Aoril 
That was the first one you had with Mr, Hepburn, and Ir 
understand that you and Mr. Stockwel. were on the 
telephone in your office in Washington. 

A Wenatchee, Washington. 

Q And that Mr. Hepburn was on the teler 
here in New York, and perhaos Mr, 
| you by telephone? 

A That's correct. 


Q In other words, there was no "perhaos" about 


No, I said that 1s correct. I did not say "perhaps."| 


I said, "That's correct." Or did you say "perhaps"? 
Q I did; and I thought I had inaccurately 


|| Characterized your testimony. 


Would you tell me the substance of what was 
Said by each of the four of you during that conversation 


| on April 2nd? 


Arneil 


either of you during any such conversation? 
PA 
A Not specifically at this moment. 
Q Even generally, and I am only a 
Substance; I am not asking for exact words. 
A You are entitled to know if I did and 


what was said, and I 


Q That's all right. 

A I just feel that there were such conversations. 
Q I accept that. 

A And I am not trying to be esvasive about iG 
Q I know you are not. 


as to which you have no better recollection 


any conversations with anyone 


else -- 


A No. 


A 


No. 
than Mr .Metvell and Mr. Hepburn concerning 
action. 


Q And you testified, so far as you 


recall as to those conversations? 


That's 


Q 


Did you have any conversations w 


can't tell you any more. 1 


Other than such conversation with 5b agi 


» were there 


Q “~ representing Slair during this 
~ 7 .~] 


I don't think I talked to anybody else other 


Sking the 


can remember | 


A 


can presently , 


tn ir 
vA int, 


like that? I believe I discussed it with my wife. 
I recall nobody else. 
Q In any event, certainly no one else associated! 
with Blair? 
A No. 
Q How many such conversations did you have 
with Mr. McNell? 
A I can't be precise, but several, I would say. 
Q How many with Mr. Hepburn? 
A One that I recall. One that was spz-ific in 
connection. There might have been one other in 
connection with filling out the 
But I doen't svecifically recall 
out, however. 
Q The conversations that you had with Mr. 


McNell on this subject, were these in person or over the 


| telephone? 


A They were on the telephone. He would call me 
here, and I would be talking to him. 

Q This was, I understand, probably at 
some time during the month of March, 1969? 
A I would say that would be the most likely period. 
zs 


I know that thev were included in the month of March. 


Q It might have been nerhans even February, but 


Arneil 


With my check for the purpose of approval in New 
York. 
Q So that as of April 15th whatever investment 


you had made, it was done? 


MR. HANNAN: Excuse .me; I object to that, 


insofar as it calls for a conclusion of law. There 

was not an investment made or other purchase made 

at that date. I instruct the witness not to answer. 

THE WITNESS: Well, 0.K. 

Q Can you be any more specific as to the number 
of conversations you had with Mr. McNell during the 
period prior to April 15, 1969 concerning your investment 
in Blair or the purchase of securities of Blair, or the 
subordinating of your account with Blair? 
A It would just be speculation. There were certainly! 
several. 

q I understand, in any event, they wera all by 
telephone? 
A That's correct. 

Q Mr. McNell was on the telephone in New York 
i and you were on the telephone in the State of Washington? 
A That's correct. 

Q Can you tell me what ! MceNell said during 


first of such conversations? 


not come. 

Q I believe you indicated earlier as to Mr, 
Hepburn there was only one communication that you can 
recalltoday, that is the one of April 2? 

A Other than possibly one in connection with 
completion of these documents. 

Q In any avent, let's take the one of April 2, 
That was the first one you had with Mr, Hepburn, and I 
| understand that you and Mr. Stockwell were on the 
| telephone in your office in Washington. 

A Wenatchee, Washington. 

Q And that Mr. Hepburn was on the telephone 
here in New York, and pernhaos Mr. MceNell introduced 
you by telephone? 

A That's correct, 


Q In other words, there 


A No, I said that ts correct, not say "perhaps.”! 
> 


I said, "That's correct." Op did you say "perhaps"? 
Q IT aid: and 7 thought I had inaccurately 
characterized your Cestimony. 
Would you tell me the substance of what was 
said by each of the four of you during that conversation 


on April 2nd? 
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audits, registrant «as fined $50,000, and Eshwabdecher was fined $25,000 
and censured. In addition, Schwabacher agreed that he would not under- 
take any supervisory cuties with resnect to Sack-office operations of 
any Exchange member for five years without prior approval of the 
Exchange. 


Public Interest 


A firm's obligation to investors to canduct its securities busi- 
ness on-a sourd basis cequires that it be sensitive to any baecx-oflice 
problen ss soon es it arises. and taxe prompt and effective steps to 
bring itself ante compliance with applicable rules and, if necessary 
to prevent further calincuencies., to curtail activitics not cssential 
to providing service to existing custccers. The maintenance of the 
back-office mechanisms and their relaticn to the firm's overall opera- 
tions must be the sudiect of constant close attention, in orcer to 
dnsare that cuxicmerss' incerestsere oainrg sezved aid protected. A fail- 
ure to cffect srecmpt hendling of all record and delivery cequirenents 
not only imposes substantial risxs on she firm's own customers Sit also 
on those of the broker-dcselers with «hom its transections are entered 
into. it tends to have 2 chain effect which can compound the delays 
and cisk of injusy and adversely affects investcs confidence in the 
securitics market. Tne increasingly severe rescrictions .smposec to 
correct reeistrant's continuirs sack-clfiics eaticiencies, evan co th 
extent of recu:cing the fism either to ascge with anocher ficm detter 
prepared to c2al sith the: or to reduce the nunber of its branch 
offices, reflect the ser:cus concern with which such deficiencies are 
viewed and tho ixsortance of @ broker-dealer firm’s recognition of the 
full magnitucs of the proeslen. 


The off sf settloment in the instant proceedings provides that 
we mey censure cessencents;: ceqiire cegistrant, as a division of S8lair, 


Regional Officzt ana to the Exchange 

continue the existing restrictions upon ‘ nt; $/ ceserve the 

right to reinstitute these proceecings,. 4 written notice, 
.in the event of a srsecth cy registrant of any of such restrictions which 
“has not been corrected within the notice period, provided that the 
oceurrenc? of the creech shall te en issue to be determined at a hearing; 
and prohibit Scth«asacier from undertaking any Cuties with regpact to 
supervision of sack-offics cperations of any orokur-dealar without orier 
Commission apsrovel. The offer further states that while Sshwasacher, 
for the yeast ceginning March 1, 1959, may 5e a vice-peesicent of Slaic, 
as one of 12 or 13 members of its Corporat: Finance Department, his 
duties would not ba of @ supervisory nature. 6/ 


Sy Registrant or Bleiz may t%ppiy to us at any time for removal or modizi- 
cation of the restrictions. Respondsnts represent thet whiic tha 
restrictions «ere of xsterial essiszanca in the cesolution of the 
operational daificultices which cosulted in tae instant procseeings, 
they believe that such restrictions ere no honjgec necessary. 


Respondents cepresented 1¢ was their understanding that flair, as 
registrant's successor, would make eppropriate represcntatiors or 
undertanings to the Conaission nccessery to contince she jurisdiction 
of the Couninusen with cespeet to registrane. including undrttaxang 
requiring the suomisccaon of woukly ¢vports and permittiag the 
reinstitution of ecetdinds in the event that the operations sr 
books and ceeorss of the Sehwovuchec civisson of blaar muterially 
dcteriorate. Plare hoe suisutted o ctutammmt to the Comaicsien in 
conformance with ceopouuionts’ unverstanding. 3 


ee 
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Respondents urqalin mitigation that registrant's accounting 
problems Scgan with its conversicn in Janaacy 1966 to che ‘ucwest 
system ducing a peciod of unpracessatas increases 1A the volune of 
market activity, and were compounsed sy tne difficulty in locating and 
engaging com erent operations personne. experienced in that systen: 
that in Dacenoer 1968, sin of cag:stra.t's partnscs eotains2 a bank 
loan of $3 mallion which they Loans to registrant cs new canstel on a 
subordinated oasis: and that the ecqiis.tica of cazistrant oy Blaic 
resulted in the loss of registracc's indasendence and autonozy anc 
terminated a 30-year-old firm thac hes played a cespoisirie financial 
role in the West. They further states cnat the totals .f fails to 
deliver and fails to ceceivs hav? sno. supstanti2l improverent over 
the last saven months: 7/ that prosress fas Seen mad@ in the suspense 
account arising from the august 3c, 1553 audit: 8/ that the casnice 
department has Scen completely rscrganiz2a and, anong other things. 
prosesses customer complaints on a current Sasis: that the ruvser of 
Midwest systan "edits," ceflect.ry both current errors wnd historical 
errors which hav2 not been complately cerrested. has shown itprove=snt 
over the past several months: Qf ans trat control cf curren: coperaticns 
has been achieved by implementing prosacures which monitor proslea areas 
and by taking action to correct eny srrors thus revealed. 10/ 


under all the circumstances, including the disciplinary action 
already takun against cesponcents by the Sxchenge. enc giving dus 
consideration to the recoc.nancaticns of cur staff, we think 1t appro- 
priate in the public intercst to dispose of the proceedings in accordance 
with the offer suxmitced and impose the sanctions permitted by such 
offer. 
‘ 
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Tf rails to seliver were $28,665,000 for the week ending Aujust 30, 
1968, compared to $7,106,090 for the week ending Aprii 2, 1969. 
The corresponding figures fer fails to receive ware $18,596,060 
and $7,522,000. 

B/ Suspense itens were long $9,578,000 and short $8,$80.000 for the 
week ending Seetember 13, 1968. ¢ ared to $1,581,771 long anc 
$1,040,511 short for the weer ending apeil 3, 1969. 


Phere were 30,153 *edits* for the waek endine October 13, 1968, 
compared to 15.349 “edits” for the week ending apers 3, 1969. 
Registrant, acknowlcdjing that "edits" should numoec less then 
10,000 per week, states thet in view of certain projects that 
ace planned, reductions in the number of “edits” are expected to 
continua. 


Citea by respondents as anong the most significant of the pcoqrans 
inatalled to assuce cerrant control of opcracions ars 2 peoscsuce 
assucing the current Sslance ara cencrol of trading activities on 
all exchanges and the ovareth2-coun.er RMarsct; the Guriy presess- 
ing of the basic “esit™ us=sa tO ztaratain control of carn ana 
securitics entrics to the computes recerdsr: a weexly box count of 
all securities in the astive sox 1A Zot th San Francisco ang 
New Yocn offices; anda danly cesoresiiaticn of Sank baleness 1a 
beth the cashier's and the ecsountirg deparctscne's recurs. 
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Accordingly, IT IS CROERSD> that 
are, censured, that alcert Ww. schvco 
prohibited from uncerteking eny suncry 


responcents be and they hereby 
mer, Jc. ba. end he heresy is, 
Lgery dut.es with resrest to 
back-office operations of any Srobker-cualer without pcs0r aperovel of 
the Comwnission, and thet the cther terms ind conditions specizied in 
the offer of settlacent 62, and they heresy are, imposed. 


By the Comission (Chairman BUDGE and Commissioners OWES, WHZAT 
and SMITH), Comaissicner ZEDHAM not parzicipating. 


Cs 
Orval L. Du2zsis 
secretary 
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Schwabacher Censured*! 
By SEC;.Chicf Barred - 


From Some Operations 


THE WALL STRSET JouRx [ 


Action Against Firm, Now Ueld by 
Blair & Co., Based on Findings 
ot Violations Fron 1906 to 1968 


hat 
ot oe «te - 
Ry o Wats Benusy Jocanat Stal Reporter 

WASHINGTON — The Secwitiee and Ex. 
\ehange Camomussiag censured Scnwabacher &/ 
Ce., and preaibiied Albert AW. Setrwavseher Ir. 
its ehlel exesuuive, (rom supervising backs 
flee operations of any yroaerdienier withes 
comnuaies approvel, 

The SEC rsd We censure ja based 08 Sod 
ings Unat Detaern Junvary 123 ead July it 
Une Ban Francisco broterdisier viciated hee 
eral sceunues law by (ailing to keep accurate 
recon. He - * 

Sehwabacher & Co. was sequired cartier 
tia year by Bialr ls Co, at the urging of Le 
New York Stak Exchange, afer Scnwabacher 
became mined ta backoifice problems. 

The SEC anid Schwahacher crasenied 19 ie: 
censure and lv the Madings without admitns: 
the allegauors, The censure wis inciveed lA a 
seitiement altered by Genwavacber asd &c~ 
cepted ty the sec. K 


esaary betaus 
We its Yasiness on fA optt 
toasts.” 

la. December 1953, the exchange ordered, 
S&hwebscker eo Mere with anoiher frm er to 
nell a number of ita Dranch offices. Utair & Ow, 
New York, acquired fehwamnener in February 
IMD, ara Sehwabacher has bees under Tlais’s 
supervines since that time, 

In ape if? the exemange = Cte 
Schestacher & Ca. 590.009; “Mr. Schwabacher 
was (ined $75.00, censured, and ordered me to 
supermise back-olfice spcrations ef any th 
charge member lve five years wiheut per 
appioval ef the exchancse. 

The FUG nats Schwabacher acresd te tte 
Gare tpitaary ectilement and, for the purpose tf 
ecitiement omy, nuavited to Vielwions of te 
rules of the ex hance and the S20 6th respekt 
te the Caiture to kien acetrste reeor.'2 and & 
lack ef sdequale ruoervision aad conlsol ever 
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ler: the Proviens 
| ta Yorn, a spakesman for iMate & OK 
yecig mere (han Mey of fahaaparher’ 3s at ho 
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pistleiat, hy stl. da, jowelwe falls to deave? 
siwk ted Podeu.f eters OR rpeciie ete 
[Meee Loe ene 
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peetfert foe Bia. 
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New York Stockh Fsehonye a a OCHIALS Now TORE 
Amerson Stockh Mechange f me Y Taleghons 


Modwest Sench Macheage : . cit +. BE 44-4900 


i h 24, 1970 
tehtle | Pak uit lit 
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Dear Stockholder: © 


The Board of Directors has approved a plan forthe 
Corporation to obtain a substantial amount of badly needed senior 
capital on a long-term Dasis.- ' ‘ j ‘ 


The absence of any book value for elther the Preferred 
Stock or the Commen Stock makes it impossible at the present time 
to sell stock of the Corporation for mere than a nominal price. Ac- 
cordingly, the plan orovides for granting to the senior capital lenders 
options to purchase our stock for a period of up to five years (a) at 
a price of $28 for a unit of one share of $4 Preferred Stock and three 
shares of Common Stock, if an option on Capital Management shares 
is elected (see below), or (b) at a price of $29 for a uni. of ons share 
of $4 Preferred and four shares of Comnen Stock if the Capital Managa- 
ment option is not taken. Each option holder may also be given the 
right, during the life of his option, if securities of any kind are solid 
ky Blair before the expiration date, to purchase additional securities 
of the kind sold bearing the same proporticn to the amount of the 
securities sold as the number of shares af Common Stock purchasabie 
under his options bears to the total number of shares of Common Stoc!: 
outstanding plus the number of other sptions outstanding upon completion 
of the current financing plan. The purchase prices and the number ot 
shares purchasable will he subject to adjustment under anti-dilution 
provisions. ee es 
5: ; “aie t 

, Before the Corporation may issue for cash any capital 
stock to a person whois, or as a result of such issuance would be, a 
holder of more than five percent of the outstanding Common Stock, or 
issue to any one person for more than $260,000 eny shares of capital 
stock, such shares must first be offered to the holders of outstanding 
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Common Stock pto rata. For putpones of the controlling provision 
(contained in Division £ of Article 1V of the Certificate of Incerporation), 
the granting of rights or options to purchase capital stock {s deemed 

to be the issuance of the shares of capital stock which may be purchased 
on exercise of the options. Since it is anticipated that certuin of the 
senior capital lenders will receive options to purchase more than five 
pescent of the outstanding shares of Common Stock, the Acard of Direc- 
tors has proposed and declared advisable, and the stockholders are 
being asked to approve,an amendment to the Certificate of Incorporation 
which will exempt from the pre-emptive rights provision the options to 
purchase Blair shares, and the 3lair sharas which may be purchased, 
pursuant to the option agreements. 


; The granting of these options is essential in order for the 
Corporation to obtain the senior capital presently needed. It should de 
tememberce that as late as june 1969 our outstanding Common Stock, ex- 
clusive of treasury shares, numbered approximately 203,600 shares, 
whereas the currently outstanding number {s approximately 151,000. Ac- 
cordingly, it would be necessary to sell more than $0,000 shares of Commen 
Stock before the number outstanding in June i969 is again ~*ached. 


It is probable that at the time of exercise of ar of the options 
to purchase Slair stock the book value of the stock will be higher than the 
exercise price. Accordingly, it wiil be necessary for the holders of two- 
thirds of the outstanding Voting Common Stoci: to consent to the issuance 
of stock upon exercise of the options. If you are a holder of Voting Common 
Stock, your execution of the enclosed Consent of Stockholder will also Se 
a Consent by you, pursuant to paragraphs (d) and (e) of Article X of the 
Certificate of Incorporation, to the possible issuance of such shares ata 


_ Price lower than book value. 


Certain of tne individuals who were Blair stockholders in° 
October i368 are beneficial owners of shares of canital stock of Capital 
Management Corporation (“Capital Management"), a corporate affiliate of 
Blair, which are neid of cecord by Blair under Deposit Agreements dated 
October 23, 1968. These beneficial owners are being asked to consent: 
the granting of certain options on these Capital Management shares to the 
senior capital lenders in addition to the options witich such lenders will 
have to purchase securities of Blair. The optionces who elect to take the 
options on Capital Lianagement stock will receive options ona substan- 
tially smaller number of shares of Blair stock than they would have received 


OQOB2S 


if they had clected to reccive options only on Blair stock. If you are a 
bencficial owner of Capital Management stock, there 1s enciosed here- 
with a fori of Consent to the execution and delivery of the cption agree~ 
ments relating to the Capital Management stock. . 
On the basis of negotiations to date, it 1s expected that a 
substantial portion of the senior ca pital under the current plan will be 
obtained from persons who at the present time are not stocrholders of the 
Corporation. However, wo will be most happy to hear from any stock- 
holder who up to this point has not indicated an interest in investing 
additional senior capital, either through the subordinated lending of secu- 
rities or the purchase of subordinated debentures ‘or cash. If you have 
such an interest, please contact ivir. Vanderbilt, Mir. Rarasey or Mr. Hepburn 
as soon as possible. Becav’ of the complexity of the agreements to he 
entered into with the seni cal lenders, itis not practical to consider 
entering into such agreeme - with persons interested in lending less than 
$100,000 of senior capital. rs ; : ‘ 


You are hereby requested to sign and date the enclosed Con~ 
sant of Stockholder (and the Consent 45 a beneficial owner of Capital 
Management stock, if you are also such an owner), and return it promptly 
in the enclosed-seif-addressed retum envelope. 


.%. Very truly yours, 


BLAIR & CO., INC. 


B. H. Hepdurn 
. Vice President & Secretary 


ae a 


Pot ani 


i and ask if you ever saw that before. 


Exhibit 2% 


. letter on Blair's letterhead dated 


March 24, 97%, consisting of three paces. | 


(invte@=page letter dated March 24, 1970 on 


Blair's letterhead was marked NYSE Exhidit No. 23 


for identification, as of this date. 


| Q I show you Exhibit 23 for identification 


MR. HANNAN: That is not among the documents 


roduced from their file. 
P 


MR. REILLY: That 1s not wnat I asked. I 


asked if he had ever seen it before. 


201 +- 22 aaned in Exhindit 23? 

wy 
21 A The only thing -- the answer is no, not that I 

| 
2? || 

| 


asking if he had seen it before, that or the 


original of 1t or another copy of it. 


r T 


A I don't recall ever seeing this before. 


Q May I have it, please? 


Q Did you in or about March of 1970 receive 


in any other form substantially simila; information as 


have any recollection of. 


Q Did you have any discussion with anyone, 


Mr. Stockwell or Mr. McNell or anyone else, of sub- 


stantially similar information as 


ls set forth 


in 


Exhibit 23? 
A The only recollection I have of the nature of 


problem with Blair, if that is what you are talking about, 


is Mr. McNell's comment to me about their difficulties 


“in working out the bugs of the computer accounting. 


Q AB to woich you testified before? 


Yes, on the Midwest Exchange, or whatever it was. 


Q I believe you indicated that the next com- 


munication other than your periodic statements and 
general conversations with Mr. McNell is reflected ina 
letter of August 5 and a telegram of August something; 
is that what you indicated before? 
A The next after what? 

Q After April was what I had asked you before. 
A Well, I told you I was sure I had talked to 
Mr. McNell on my return concerning the information 
that Mr. McNell gave Mr. Stockwell. 


Q All right. Will you tell me now what the 


approximate date of that was, the end of July, 1973? 
A Whenever I came back. I don't remember just when 


- 


that was. T¢ suppose it would be around that area. 


Q Will you tell me now what you said to Mr. 


McNell and what he said to you in this convers:.cion? 


A I can't be specific about the conversation other 
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3 
14 
15 | 
18 | 


8 


Stockwell 


46 
Q We art talking about April, May June, that 
time, roughly? 
A I would think so, yes. 
Q Did Mr. MeNell indicate to you during any 


ef your conversations concerning the possible purchase 


of stock of Blair the basis on which the purchase 


“price would de computed? 


MR. HANNAN: Of the stock? 


MR. REILLY: Yes. 


Q Either common or preferred. 
A I think that diseretion all occurred with Mr. 
Hepburn. 

Q And Mr. Hepburn said you would be payin 
what? 
A Book value. 

Q Book value? 
A Yes, that was the price on the common stock and 


that was the reason we didn't knew how many shares we 
got. If we buy, we would pay a fixed amount and the 
number of shares would be determined by the price per 
share, but that wasn't known at that time. 

Q I show you Fxhibit 23 and ask whether that 
is a copy of a letter you received on or shortly after 


the date it bears. 


Stockwell 
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A I received the letter. I was 2 Nonvoting share- 
holder and -- 

Q All I am asking {1s whether you received 
that on or shortly after the date it dears. 
A ‘Yes. 


Q When you received it, did you read it? 


Yes. 

Q Did you, ter reading it, raise any 
question with Mr. McNell or anyone else at Blair with 
respect to the absence of book value for either 
preferred or common stock? 

A Well, I talked to Mr. McNell about it, certainly. 


Mr. McNell? 


With anyone else? 


With Mr. Arneil? 


A Yes, I'm sorry. I would nave talxed to Mr. 


Arneil about it. As a matter of fact, any of these 
conversations which I have mentioned, the content 


of them would have been discussed with Mr. Arneil. 


Q Do you recall the substance of what you said 


to Mr. McNell and what he said to you on this subject? 


A I certainly raised the question with Mr. McNell 


BuairR & Co, Inc. 
20 GROAD STREET 


NEW YORK, N.Y. 190003 
Manbere Cable Address 
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Midwess Steck Exzchooge Bt 4-4000 


Mr. James Arneil 
921 Bryan Street Pel aay 
Wenatchee, Washington 98801 | 
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Dear Mr. Arneil: 


Under the Collateral Agreement between us you have 
pledged certain securities as collateral for a secured demand note, 
thus effecting a subordinated loan to Blair for use by it as 
technical capital for purposes of the capit L requirements of the 
New York Stock Exchange and as working capital, if needed. 
tency will 
1e@ following 
@rt of his 


It is expected that a working capital defi 
develop within the next few days, due prim rily to 
factors, which are more fully discussed in later 
letter: (i) a sharp reduction in the income of the mm without a 
corresponding decrease in operating expenses, (ii) expectation 
that a substantial amount of cash will be recuired to enable Slzir 
to transfer customer’ accounts to other tizms, and (iii) other 
gtneral working capital requirements. With this in view, it has 
become necessary that we take action to convert the collateral 
for outstanding secured demand notes into cash. Although securi- 
ties pledged as such collateral are available for repledging as 
security for loans obtained by the Corporation from banks or 
other lenders, normally a maximum of 35% of ~arket value can be 
borrowed on securities in this category, so cnat in order to 
obtain the maximum amount of working capital that can be provided, 
the securities must 5@ converted into cash. Accordingly, we 
hereby make demand for payment of your secured note in principal 
amount equal to the market value of tne securities and cash 
included in the collateral therefor. Presentment of the secured 
note is being made at our office at 20 Broad Street, New York 
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New York. If the secured note is not paid, the securities 
included in the colaateral will be sold and the procceds of such 
sale (together with any cash included in the collateral) will be 
applied to the payment of the securec note. Please advise 
Raymond B. Vreeland at our 20 Broad Street office immediately by 
wire or telephone if you propose to pay all or part of the secured 
note in cash and to withdraw the securities or any part thereof. 
If, by 9:30 AM, Eastern Daylight Time, om August 7, 1970, you 
have not paid the secured note in cash or made arrangements 
satisfactory to 1s for. such payment, we will sell all your 
collateral securities. A debenture in the form annexed to your 
collateral agreement will be issued to you for the amount of the 
secured note paid either upon withdrawal of the securities by 
you or upon the sale thereof. 


You are no doubt familiar with the troubles experienced 
in recent months hy brokerage firms such as Blair whose business 
is heavily concentrated in the retail area. For the last 14 
months we have experienced a continual heavy capital drain. 
Despite our efforts to remain in compliance with the minimum 
capital requirements of the New York Stock Exchange the point was 
recently reached at which our capital did not meet those require 
ments. At that point, the New York Stock Exchange subjected us 
to various operating restrictions. More recently, the Exchange 
has ordered Blair to divest itself of its branch office system. 
Current plans call for the sale or a large number of offices to 
Thomson & McKinnon Aucnincloss Inc., on or about August 10, 1970, 
and transfers, most of which are in progress, to various otner 
firms of most of the other branch offices. 8ranches which can- 
not be sold are being closed. 


In April, 1970, over $ll,. %,000 of collateral for 
secured demand notes was converted into cash, thereby providing 
additional working capital and also increasing by more than 
$3,000,000 the technical capital of the firm under Rule 325 of 
the New York Stock Exchange. It was hoped that such conversion, 
together with about $2,800,000 of collateral for newly contributed 
secured notes obtained in early April, 1970, would provide the 
firm with ample capital to see it through the difficult period 
and permit the organization to be kept intact and in position to 
take advantage of any upturm.in business. Unfortunately, the 
upturn did not occur and our capital drain continued. 


The New York Stock Exchange recently notified us that 
no capital funds (whether evidenced by stock, subordinated 
debentures, subordinated loans or otherwise) are to be returned 
to the contributors without the prior written approval of that 
Exchange. The collateral of certain secured @emand note 
contributors had been scheduled for return pursuit to notices given 
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In the meantime, it is 
Directors that ¢ 
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served by our retaining con 
surrendering that control © 
! - ~£ you have any questions in regard to the foregoing, 
please immediately contact Nr- John 8. Richardson or Mr. 


‘ paymond B. vreeland at (212) 344-4000. 
very truly yours, 


INC. 


BLAIR & CO., 
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Midweas Srock Cachsoge a & DI 44-4000 


Mr. Vernon Stockwell 
P. O. Box 1706 
Wenatchee, Washington 


Dear Mr. Stockwell: 


Under the Collateral Agreement twee you have 
pledged certain securities as collateral ¢€ ured demand 
thus effecting a subordinated loan to Bleir for 
technical capital for purposes of the capital ¢& 

New York Stock Exchange and as working capital, 
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factors, which are more fully discussed 
letter: (i) a sharp reduction in the income of 
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a expectation 
that a substantial amount of cash will 5 mable Slair 
to transfer customer’ accounts to other other 
general working capital requirements. Wi is : cw, it has 
become necessary that w@ take action to convert ©: liateral 

for outstanding secured demand notcs into casi. ALtha 

ties pledged as such collateral are availaole for repledging as 
security for loans obtained by the Corporation from banks or 

other lenders, nomnally a maximum of 35% of market value can be 
borrowed on securities in this category, so that in orcer to 
obtain the maximum amount of working capital that can be provide", 
the securitics must be converted into cash. Accordinaly, we 
hereby make demand for payment of your securcd note in peincip::! 
amount cqual to the market value of the securitics and cash 
included in the collateral thercfor. Presentment of the secured 
note is being made at our office at 20 Broad Street, New York 
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New York. If the secured note is not paid, «..¢ securitics 
ineluded in the collateral will be sold and the proeceds of such 
sale (together with any cash included in the collateral) will be 
applied to the payment of the sceured notc. Please advise 
Raymond B. Vrecland at our 20 Broad Street office imucdiately by 
wire or telephone if you propose to pay all or part of the secured 
note in cash and to withdraw the securitics or any part thereof. 
If, by 9:30 Wi, Eastern Daylight Time, on August 7, 1970, you 
have not paid the secured note in cash or made arrangencnts 
satisfactory to us for such payment, we will sell all your 
collateral sccuritics. A debenture in the form annemed to your 
collateral agreement will be issucd to you for the amount of the 
secured nete paid cither upon withdrawal of the securities by 
you or upon the sale thercof. 


You are no doubt familiar with the bles experienced 
in reeent ments Sy Seckerage firms such as s whose business 
is heavily coneentrated in the retail area. §F he last 14 
months we have experienced a continual heavy ital drain. 
Despite our efforts to remain in compliance ‘3 
capital requirements of the New York Stock Exchan 
recently reached at which our capital did not 
ments. At that point, the New York Stock Excnang 
to various operating restrictions. ‘ore reeentiy, 
nas ordered Blair to divest itself of its branch office sy 
Current plans call for the sale of a large number of office 
Thomson & McKinnen Auchincloss Inc., on OF about August 10, 
and transfers, most of which are in progress, to vari 
firms of most of the other branch offices. azanches 
not be sold are being closed. 
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In April, 1970, over 11,000,000 of collateral for 
secured demand notes wes converted into cash, thereby providing 
additional working capital and also inereasine by more than 
$3,000,000 the technical capital of the firm under Rule 325 of 

the New York Stock Exchange. It was hoped thet such conversion, 
together vith about $2,860,900 of collateral fer newly contributed 
secured notes obtained in early April, 1970. would provide th 

firm with ample capital to sce it through the difficult period 
and permit the organization to be kept intact and in position to 
take advantage of any upturn in business. Unfortunately. the 
upturn did not occur and our capital drain continued. 


The tiew Yori: Stock Exchange recently notified us that 
no capital funds (whether evidenced by stock, subordinated 
debentures, subordinated loans of otherwise) are to be returned 
to the contributors without the prior written aporoval of that 
Exchange. The collateral of certain secured demand note 
contributors had becn scheduled for return pursuit co notices given 


in accordance with their collateral agreements with us. 


our view that the initiation of procecdings to force the ret 
of capital to any investor might, if the investor were succcss 
result in suspension of the Cirm as a member of the sew York 
Stock Exchange and cause the cestruction ef the valucs remaining 
in Blair including the accumulated tax loss carry foward of more 
than $14,000,000. In this connection, we wish to point out thac 
the Collateral Agreement requires that any controversy arising 
out of or relative to that agrecmcnt must b@ submittcd to 
arbitration pursuant to the Constitution of the kew York Stock 
Exchange. 

At the prescnt time and for several months 
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served by our retaining control ‘ stiny and not 
surrendering that control to an 
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July 23, 


Me. Jemes 2. “annar, Jr., Pros. 
Blair & fomnanv, Ine. 


YRS 


Secured Demand Notes & Steck Purchase ~ Jasea Arasvl LY. A. Steciwoll 


Dear Mr. tenee~! 


la March, 1999, ve returned to Ir. lepturn all sopiles of “Stock Puredase 
& Secure "ate Agreements” signed hy us, enclosing theravith checks 

drawn to 2lieir & Company in the amowit of approxizstaly; £15,000 by ench 
et us. Ta tae accosmnnytay cover Lotter va requested tast unen 


tnat executios 
of the cacwnents by filetr & Co., Inc., executed contes de returned to each 
of ua, end we hava rereated this Fequest on sovorsl occasions cinco 


tise. 


The execute documents havea not been roturned nor karo shares of ths 
common of profarred iteck been cent us; heveror, vo each dia Teecivo 
lettor frou Nr. ilepburn, dated Mey 27, 2969, end what ves 
doseritved an a “final fern" to be aimened Sy us ta fon of tho 
secured demand nota and stock purchase”. wero neros 
signe end returned to Blair by us. 
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The extremly critical nature of Dleisc's 
until] thic tise. FExcope for the letter ¢ 
the onl: inforgstion ws Nave had fros Lin 
the affairs of the corperation cena fres ?! 
informed un several s2aths aco that tho ¢ 
a3 4 rneult of the Schwabestor corger, as 
conversion to the Midwast Stock Exchenre 

referred to epirnlling costs cnd reduced oorioneed, but 
he expressed confidence that Blair would work its weyz to 3 eatictastory 
solution of its protless in dua seurse. 
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Tadey Mr. Mctioll {informed us of a decision by the Roerd 
Dlair to coavert some, or all, of the outside Secured Desen 
tnto cash. 
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Arneil 


Do you understand the question? 
A I understand the question. I believe he had, but 
I can't now tell you what it was. 


Q Can you recall anything else that was said 
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during this conversation in or about the end of July 1970) 


with Mr. McNell? 
A Well, the time frame would be in that whole area 
but that was the substance of the conversations. we 
were concerned about the condition of Blair which was 
news to us and about the fact that our accounts were 
being sold out and we didn't want them solid out. And 
also, at about that time, and because of this, 
to transfer our accounts out of Blair, is personal 
accounts. That took place somiewhere around then. That 
was part of the subject matter of the conversation. 

Q Anything else you recall? 

Not at the moment. 

Q When next did you have any 
with anyone at Blair other than statimen 
account? 
A Well, it was in this period of time we got -- I 
got the telegram and the letter. 

MR. REILLY: Will you is Exchange 


Exhibit next in number. 


Arneil 163 


(Letter dated August 5, 1970, on the letter. 


head of Blair, to Mr. Arneil, consisting of three 


pages, was marked NYSE Exhibit No. 24 for identi- 


fication, as of this date.) 


(Copy of telegram dated August 7, 1970 from 


Blair & Company was marked NYSE Exhibit No. 25 


>) 


for identification, as of this date.) 


BY MR. REILLY: 


Q I show you Exh 


which is a three-page letter on Blair letterhead dated 


August 5, 1970 and ask if that is the letter to which 


you had just referred in your answer. 
A That's correct. 

Q I show you an August 7, 1970 telegram marked 
Exchange Exhibit 25 for identification and ask if that 
4s the telegram to which you had just referred in your | 


last answer? 
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A That's correct. 
| 

Q Did you respond to Exhibits 24 or 25? | 

A Well, we discussed i$, certainly, with Mr. Holeli. | 
Q Did you respond in writing or by telegram? 

A I don't believe so. | 
Q Did you call up Mr. MeNell after receipt 


of either of these? 


—4 


PRHOO4 SYA355 | | 
PR K SE115 LDX0254 LLZ10 LLZ10 BUY NL PDS= 
sSLDX NEW YORK NY AUG 5= | 
| vanes ARNEIL= . 0 AUG 7 AL 7 55 
921 BRYAN ST WENATCHEE WASH 
| 
i 


|DEWAND 1$ HEREBY WADE FOR PAYMENT OF THE SECURED NOTE _ 
TOUTSTAND UNDER COLLATERAL AGREENENT BETREEN us. 
ae OF THE SECURED NOTE IS 2EING 1-ADE A OUR 
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fer turther satermation contest JAMES F. HILL Manager REWS BUREAU Heme Phone (West Winuser, M1) 6Ob 799-0366 
FOR RELEASE: THURSDAY , AUGUST 13, 1970 
The New York Stock Exchange today disclosed names of Eive member 
irms which have terminated their, public business in the lase several 
months because of capital problems and which may require parvelees financial 


‘assistance. as. a ty Be ee ae 


Five other firms in formal Li a already have been announced 


The Exchange until now had not publicly announced che ‘others, as an 


ee qu “ee, Jos - y ar ee a di Se 


hussain! transfer it cusconer, accounts out of the firms. This process, said 
~ the. sre iae almost is completed. . _/ snot She Sees igi 


wer thet oe a lecter today from Reohengs President Robert, ww. ‘Haack Laforntn 


Be the NYSE soneereste on the Exchange! s Special Trust Func wii snenber firs 


zo tannactons Mr. Haack said; AR ASR Te: bag hg et 
ae “the Exchange “has told ‘both the Securities and Exchange ‘Commisst on 


— H ~ 


.and th Congressional counittees involved in pending customer ‘protection 
eng Ak maine gree: 


| Legislation thac ic is eengcawes to PORTE che customers "of these ten 


- a see 


“! tteme, chrough ‘its Special Trust Fund. We have ecatee that we ney pnts the 


a Lape 2 ¢ ou ’ - = ink nf 


_money - ‘available to the Trust rine is sufficient co comp! ete che delivery : 


c 


wo - 


Cbite customer ‘accounts “from ih eek firms. 
zi ‘The ‘tive firms alzeady = aumees ama ion are MeDonneil i: co. 


“ 


vIn. 5" Amott, ‘Baker & &o., Inc. ; Gregory & Sons; Saervaid & DeBoer; a 


Deapeey-Tegeler ’ Co., Inc. ‘of ‘St. Louis. a other five firms named toc 


LAS 


“but m0 | ‘in formal Liquidation _ Meyerson. he Co., Inc. 9 San Francisco; 


at ae DS ak ot 


Fusz- “Schmelzle 6 fo. Inc ‘of. ‘bs. ‘Louse 5 Blais & Co., Inc. and Orvis 


wt te Ms went : - ibe Vhesecs : ~ 


Brothers & Co. boeh ee New York: and Kleiner, Bell & Co., Inc. of beverl 


O Mr. Haack said that as of July 31, the Trustc Fund had expended or 


advanced some $19.5 million and provided guarantees in member firm accounc: 


tocaling $11.2 million. He said this leaves the Fund with some $24 millio: 


for use to assist public customers of the 10:-member firms in Liquidation. 


Additional funds if needed te protect customers of firms that are 


a 


available from 


also members of the American Stock Exchange could be made 


“a2 the American Stock Exchange's Trust Fund. This fund currently cotals $2.5 


4 = a 


‘million and could be increased chough borrowing and oe a 


en es combination oE both to ‘a total of $10 million. Thus, becween che New York 


os west — ale og SS ee: 


. Fa - and a Exchanges, approximacely $34 million, before” any recoveries, 


se meee 7? ‘ t 


ars “is available to assist customers. 


“« me ¥ 


4 Mg = < 3 
. a Special Truse Fund was sect up a i966. [Ie is 


noc a guaranty ~ 


- Fund: but: is used, ac the discretion of the Fund's trustees 


Sere >. Sean + 


» Oo assisct 


customers of member firms in Lge Seana cane ae ete yet 
tie ie ee a so Sf Dw oe se ee Oe Se 


ME. Haack’ 3 letter said: over 90 per cenct of the. pocencial costs of 


pusiactes che. firms named “is directly related to the parerun 
a Seege SZ . Py okinws > == 5 ae * - 
*:Fecord- ~keeping problems which x veloped in five of chese fizas in 1963." 


Pus cat ‘our enw Ladige,,* ‘he. “added, "there are no NYSE member firas 
7 b+ ~- mn Soe ey? I ET 
nc 


uoniinss with major cucrenc paperwork problems. This is sign 
BSE ER ENS Fe SS Te eet oy st Me se SP ase Se 


= : 2 ee 
because experience indicates ‘that firms in financial dtetteutey, buc with 


if necessary 


< current and. Correct Fecords, ergs transfer Se lomee migieee te 


either at no ‘cost or very li a cost to the apne tal Truse Fund." 


call Le tae ore, 


he Exchange President paid reg gulacory efforts now ; tees on an 


Aen te ee sie 


Yearly warning" syscem desig gned to spot jutacauad capital and operational 
sb Titee s, =: o ee eh > = 
"problens in firns. } a pets 


a ae van © oe 


> 


SWhile the Exchange's et canteens rules require thac firms stay 


* PP SEO A dg tet Nis, am cae Se eg . é 


Teens 6 47 PSAPGT STs A NOTE, ne rr wr st ets stein” pesonianey Mne s Bennet namie nee) Tas 


within a debc-co-nec asset cx, 2 the “carly warning” svstem 


provides cthac firms with capital racios over or with a monthly 


loss over 15 per cenc of excess nec capital furnish che Exchange with a 


detailed plan to bring expenses in line with revenues. A five-member 


committee of che Board cf Governors reviews the status of these firms 


weekly. 


The syscem, which seeks to start in ample time corrective steps 


such as capital raising, cost- cut tiag or sale or merger, Sas deen 


successfully applied co a number of firms caught in the currence decline in 


An 


market volume and securities prices. "This self-regulatory emphasis on 
planning and prevention has been growing capidly since cur. experience with 


the asain problems of 1968 ae oe an important extension of 


Eeenange self-regulation,” sats ME. Naack. 


4 


Ac the end of June, said the lecter, sore than 87 per cent of the 


NYSE firms required to meet capital rules had capical racios of 1LG-L or 


~ less. “Some 63 per cent had ratios of S-l or less. 


Mr. . Haack said regulacicn of member organizations of the Exchange is 
4 ' 4 


heacied under a coordinator system at the Exchange’ Nember Firms Departmenc 


£ 


in which all pertinence data oa firms is Sunneled co six coordinators who are 


- assigned financial examiners and operational experts for analysis and incer- 


“pretation of fire gestae for possible. problems. 


fy 


@ “Lecter “also cited Jeetstation now in the ‘Congress te “greace 


Securicies “Lavestor: or “Corporation, of which all broker/dealers 


registered “under hace ‘1934 Securities Act would be members unless _ exempted 


+# sf 


wii nk SEC. _ ‘corporation would be cose oY the secucicics industry and 


~ eo wh ete oS uh + 


hacked Py scandby ri from che U.S. ‘Teeasury. Te would cover claims 


me é Bal en Ene r ra = 


customers on the hcp erage: of a “beoker/dealer for fatiy> 


oe 


‘ vpaid-fer securities ‘which are eimcibtostt ay idencifiab’e and payniene of 


customers' free credit and net equity ee up co $50,000 per customer. 
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Arneil 


Q You had it at some time and I am asking if, 


ter you got that information, did you discuss oringing 


SS 


such suit. 
A Well, for instance, Mr. Reilly, this is why I am 


unable to answer your question. You are saying money 


Snert keg heeeaaenel A 


withdrawn when it should not have been. Whether it 
should have been or should not have been, I don't know. 


Q I am not saying it. That is what you had 


But that is what is in your question. 


Q Yes. 
A I don't have that information. 
wrongful or not wrongful, I don'ts cow 


been told that money was taken out, howe 


Q Did you make any effort to ascertain how 


much had been taken out by such insiders? 


| 


MR. HANNAN: Apart from any efforts made on 


your behalf or through or with your counsel. 


Q Any efforts you made is my question. 


A Well, I don't believe any except in connection -— 


except through attorneys. 


Q Did you attend the meeting at 
on August 2lst referred to in Exhibit 25? 


A Not in person. 


Arneil 


Did anyone attend on your behalf? 


Attorneys. 


Q Could you identify them oy name? 


Webster Sheffield attended. 
attended in your behalr? 


Cortese or possibly a 


Did they also attend on behalf of 
Stockwell? 


A Yes. 


Qa Did you retain that firm together 
represent your interests at 


this investment? 


A I don't knew just when they were contacted but 


they attended on behalf of both of us at that meeting. 
Q For how long thereafter did Webster, sheffield 
represent you in connection with this investment in Blair4 
A I don't know the date of the last correspondence with 
them but it continued for at least several months. 
Q Do you recall when they were first retained 


by you and Mr. Stockwell? 


Pirst of all, is that correct, they were 


10 


11 


14 


24 


Stockwell 


I am sure that I did. I have seen it. 


Q Do you recall whether you received 
May or perhaps June of 1971? 


A I would find it hard to place the time. 


H 


don't know without —— 


Q That's all right. 
ae Idid receive this. It is dated May 25, so it 
likely was in that time period. 
Q Did you ile any creditor claim in that 
proceeding? 
A I think Tt had a minor creditor claim in regard 


to one of my other accounts which I did file and which 


actually I was able to get some payment for. 


Q What was the amount of your claim as a 


creditor? 
A I don't recail. It was a minor amount. 
Q- $100 or more? 
A No, I would say in tne area of $100, 150, I don't 


recall, but 1¢ was a relatively small amount. 

Q Was your creditor claim paid in whole or 
in part? 
A I think it was paid fully. 


Q Did you file any claim in that proceeding 


other than with respect to that relatively small amount? | 


UNITED STATES DISTRICT COURT ee ’ 
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SOUTHERN DISTRICT OF NEW YORK Je 
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JAMES ARNEIL and VERNON A. STOCKWELL, 


Plaintifis, H 78 Civ. 1766 CLs 
“against- + STATEMENT OF MATERIAL | 
FACTS AS TO WHICH THERE. 
JAMES B. RAMSEY, JR., OLIVER DeG. : IS NO GENUINE ISSUE ; 
VANDERBILT, WILLIAM M. LENDMAN, 
BLAIR & CO., INC., THE NEW YORK : 


STOCK EXCHANGE, 


Defendants. 
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States District Court for the Southern District of New York, ¢e- 
feandant New York Stock Exchange, Inc. (the “Exchange") sets forth 


its statement of the material facts as to which the Exchange con- 


oe 


| Pursuant to Rule 9g of the General Rules of the United 


tends there is no genuine issue to be tried: : 
1. Plaintiffs have been residents of the State of 
Washington «... nave conducted their business in Washingten at 
all times relevant to this action (Plaintiffs' Depositions, 
Exs. 1, 31). 


2. The Exchange is a national securities exchange 


registered pursuant to Section 6 of the Securities Exchange Act 
of 1934 and regulated by the Securities and Exchange Commission 
under Section 19 of the Exchange Act (Bishop Aff., 4 3). 

3. Plaintiffs became capital contributors to flair & 


Co., Inc. ("Blair") by purchasing common and preferred stock of 


pret and by making subordinated loans to Blair is 1969 (Plain- 
¥ 


tiffs' Depositions, Exs. 1, 31). 


a ‘ H 
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4. The Exchange made no representations to plaintiffs 


jin connection with the purchases of Blair stock or the subordina- 


6. Plaintiffs sent securities from Washington to Blair 
ateral security for the subordinated loans and sent their 
ichecks from Washington to Blair in payment for the purchases of 
Blair stock. Any loss suffered by plaintiffs as a result of this 


transaction was suffered in Washington (Plaintiffs' Depositions, 


7. Plaintiffs’ applications for approval as non-voting 
corporation 


Rules 311 


lobtain assurance that plaintiffs’ integrity and related qualifica- 
Itions would not hinder the Exchange in performing its duties to 
[tnsure fair dealing and to protect investors (Bishop Aff., 4 4). 
8. The Exchange had no knowledge or means to obtain 
mowledge of any conspiracy to defraud plaintiffs or of any fraud- 
ulent statements made to plaintiffs. The Exchange did not approve 
d was not aware of any fraudulent plan to raise capital for 


Blair (Bishop Aff., 44 4-5, 29). 


ae 


9. The Exchange anended its Rule 313 in i971 in order 
Ito require member organizations to submit opinions of counsel as 
leo the necessity of registration under and compliance with the 
ISecurities Act of 1933 after member corporations were permitted 
yto issue certain freely transferable securities. This require- 
[ment was imposed to aid the effectiveness of the Exchange's Rule 
32s -- its net capital rule (Bishop Aff., 4 $). 
10. Schwabacher & Co., as a result of its inability to 
Inandie its business on an operationally sound basis, was first 
|ptacea on restriction by the Exchange in February 1968. The firm 
|vas restricted fram, among other things, increasing its registered 
| representatives and offices and asked to reduce its volume, freeze, 
ithe opening of new accounts and reduce underwritings and adver- 
tising. Thereafter, a restriction was placed on the number of 
trades the firm could handle on a daily basis. In late October 
1968, the Exchange determined that the business of Schwabacher & 
Co. must be further reduced, and in early December placed a 
December 13 deadline for the firm's decision either to merge with 
another firm or sell a number of branch offices (Bishop Af£., 
q" 6, 8, 10 and Exhibits; Exhibit R at 5). 

ll. Knowledgeability letters were used in connection 
with capital contributions to Schwabacher during 1968 and, al- 


though one was considered when Blair proposed to make a capital 


loan to Schwabacher in November 1968, none was received with re- 


i 
i 


spect to Blair during 1968 or 1969. The decision to request such 


letters was an ad hoc decision that was made by a person on the 


Exchange staff concerned with tha oversight of the particular 
firm. These ad hoc decisions were under informal standards which 


Ideveloped as time went along and were not made pursuant to any 
| rule of the Exchange (Bishop Aff., 44 22-25). 

12. The Exchange, by imposing censures and fines in 
fapri1 1969, disciplined Schwabacher & Co. and Albert E. dcheieaanae’ 
ior. for violations of applicable Exchange rules and SEC rules 
arising from the inadequacies and inaccurate condition of 

‘| Schwabacher & Co.'s records. The Commission, having instituted 
(a private proceeding in July 1968, also disciplined Schwabache? 
j& Co. and Albert E. Schwabacher, Jr., and publicly announced its 
| findings and penalties in a release issued in August 1969 which 


Wdescribed the disciplinary action already taken by the Exchange 


jplicable regulations. Representatives of the Exchange and of 
the Commission discussed Schwabacher's offer of settlement of 
ithe Commission's private proceeding and the discipline which would | 


be imposed by the Exchange (Bishop Aff., 44 7, 9, 10, 17-21 and 


13. The Exchange's regulatory action with respect to 
\Schwabacher was a proper exercise of its duties to regulate 


its cperations in 


17-21). 
14. A public announcement of tne Commission's disci- 


plinary action against Schwabacher was made on August 238, 1969, a 


i 

| 

jdate more than three years before the commencement of this action, | 
i 


and fully described the facts upon which plaintiffs base their 
jRule 10b-$ claims and circumstances sufficient to give them notice. 


of those facts (Bishop Aff., Exhibit S). 


er 


18. The Exchange did not object to the acquisition of ‘ 
| Schwabacher by Blair and had no basis to support any onjectiong. 


lin late 1968 and early 1969 Blaiz was considered to be a well- 
managed, growing and financially sound securities firm and its 


| presidenc had an excellent reputation as a very able, xknowledge- 


16. After the acquisition of Schwabacher by Blair on 


able and efficient administrator (Bishop Aff., ¢1 11-16). | 


l removed or modified (Bishop Aff., 44 ll, 26). 

| 17. The annual audit of Blair in 1969 was conducted by 

if 

| means of an audit of the books and records of Schwabacher Division 


of Elair in June 1969 and an audit of the books and records of 


| | 
Blair Division in September 1969. This procedure was requested | 
by Blair's auditors and approved by the Securities and Exchange | 
Commission after consultation with Mz. Andrew sarr, chief accoun- | 
tant of the Commission (Bishop Aff., ¢ 28). 
18. The difficulties encountered by Slair and the even- | 
Htual liquidation of Blair in 1970 were caused by its conversion o | 
system of the Midwest Stock | 
operating losses in the seal 


i 


|part of 1969 and in 1970 (Bishop Aff., 14 30-31). 
i 19. The Exchange's regulatory action with respect 
iplair was a proper exercise of its duties to regulate Blair 


Ito aid Blair in taking steps to meet the Exchange's capital 


ccietemeuinincamete . 
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i requirements and protect the accounts of public customers (Bishop | 


Jare., 44 11-16, 28-31). 


i pated: New York, N.Y. 
December 16, 1975 


Respectfully submitted, 
MILBANK, TWEED, HADLEY & McCLOY 


ay 
7 fi 4 ai 
(A Member of the Firm) 


l Chase Manhattan Plaza™ 
New York, N.Y. 19008 
Attorneys for Defendant 
New York Stock Exchange, Inc. 
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UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT CF NEW YORK 
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and VERNON A. STOCKWELL, 


Piaintifis, 
7S Civ. 1766 CLB 
~against- 

NOTICE CP MCTION 
JAMES B. RAMSEY, JR., SLIVER Dec. 
VANDERBILT, WILLIAM M. LENOMAN, 
aSLAIR & CO., INC., THE NEW YORK 
STOCK EXCHANGE, 


Defendants. 
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PLEASE TAKE NOTICE that upon the annexed affidavit of 
Robert M. Bishop, sworn to on December 15, 1975 and the exhibits 
annexed thereto, the depositions conducted in this action, and 


tehe pleadings and all crics proceedings, “@ vadersignat «tit: 


“=O S- “Ss ame 


move this Court at Room 2704 of the United States Courthouse, 


Poley Square, New York, N.¥., on January 12, 1976, at 9:30 A.M. 


er ag soon thereafter as counsel can be heard, for an order 
ipursuant to Rule $6(b) of the Federai Rules of Civil Procedure, 
jgranting summary judgment dismissing the action with prejudice 
upon the ground that there is no genuine issue as to any raterial 
| tact and that defendant New York Stock Exchange, Inc. is entitiec 


to judgment ‘sa a matter of law, with costs and disbursements. 


fDated: ew York. N.Y. 
December 16. 1975 


TWEED, HADLEY & McCLOY 


‘ BF ee 
So a ae we 
(A Member of the Fira) 
l Chase Manhattan Plaza 
New York, N.%. i68605 
Attorneys for Defendant 
New York Stock Exchange, inc. 
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SPENGLER CARLSON GUBAR & CHURCHILL 
280 Park Avenue 
New York, N.Y. 10017 

Attorneys for Plaintiffs 


MILGRIM, THOMAJAN & JACOBS, P.C. 
23 Broadway 
Wew York, N.Y. 1LocO4 
Attorneys for Defendants 
Ramsey, Vanderbilt and Lendman 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 
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JAMES ARNEIL and VERNON A. STOCKWELL,: 


. 


Plaintiffs, 2 78 Civ. 1766 CLB 


v. 2 APFIDAVIT IN SUPPORT OF 
MOTION OF DEFENDANT NEW 
JAMES 8. RAMSEY, JR., OLIVER Dec. t YORK STOCK EXCHANGE, INC.) 
VANDERBILT, WILLIAM M. LENDMAN, 
BLAIR 6 CO., INC., THE NEW YORK 
STOCK EXCHANGE, 
3 
Defendants. 
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STATE OF NEW YORK 


COUNTY OF NEW YORK 


ROBERT M. BISHOP, being duly sworn, says: 

Lb. = am a Senior Vice Frasident of New York Stock Dx- 
shange, Inc. (the *Exchange") in charge of regulation and sur- 
veillance of member organizations. The facts hereinafter stated 


are either known to me cr derived from the records of the ox- 


change maintained under my custody, possession and contrel. I 


make this affidavit in support of the motion by the Exchange for 
summary judgment dismissing each of the claims in the complaint. 
2. The Exchange is a not-for-profit corporation incor- 
porated under the laws of the State of New York and composed of 
I individual members engaged in the business of broker-dealers. 
fhe majority of Exchange members are associated with organiza- 
tions (either partnerships or corporations) engaged in the 
securities business. rior to 1953, members of the Exchange 
conducted their business operations either as a sole proprietor~ 
ship or, more commonly, as a partnership. At that tine the 


Exchange permitted sember firms to incorporate and, in 1970, 


| member corporations were allowed to issue certain securities 
which would be freely transferable. 

3. The Exchange is registered as a national securities 
exchange with the Securities and Exchange Commission pursuant to 
Section 6 of the Securities Exchange Act of 1934. Upon applying 
for auch registration in September 1934, the Exchange was re- 
quired to submit its constitution and rules to the Commission. 

By order of September 23, 1934, the Commission determined that 


the Exchange was so organized as to be able to comply with the 


provisions of tha Exchange Act and the rules and regulations 


' thereunder, and that the rules of the Exchange were just and 

| adequate to insure fair dealing and to protect investors. ‘The 
registration of the Exchange became effective as of October 1, 
1 1934, and the Exchange has continued to be registered as a 
national securities exchange. 

}# Exchange Requirements Relating to Sale of Stock 

| in Member Corporations 

4. In order to become a stockhcider of a member cor- 
i poration of the Exchange, a person is and has been required, 
pursuant to Rules 311 and 312, te execute an application ‘for 

| &pproval by the Board of Directors (formerly known as the Board 
} of Governors) of the Exchange. Each of the plaintiffs executed 
such an application and submitted it to the Exchange after agvee- 
ing to become a steckholder of Blair & Co., Inc., a member cor- 
poration of the Exchange. Copies of these applications are 
annexed hereto as Exhibit A. The application emphasizes in its 
1 opening paragraphs that the failure to disclose the facts and 
circumstances of any prior frauduient or dishonest act by the 
applicant, and the making of any materia; misstatements on the 


application, may result in suspension cr expulsion of the 


applicant. Immediately above the applicant's signature is a 


| pledge in whica the applicant agrees: 

“to abide by t:he Constitution and Rules of the Scard 

of Governors of the New York Stock Exchange as the 

same have been or shall be from time to time amended, 

and by all rules and regulations adopted pursuant to 

the Constitution, this pledge to become effective in 

the event of, and forthwith upon, the approval of 

this application.” 
i These applications were reviewed in accordance with the usual 
| ocumiedies of the Exchange. The purpose of this review is to 
| approve the person applying as one who has requisite integrity 
Jand related qualificat’ 3 to acquire an ownership interest in a 
| member organization. The character and reputation of the indi- 
I vidual mast not be such that it would hinder the Exchange in 
| performing its regulatory duty “to insure Saiz dealing and to 
| protect investors." The review is not intended to discover the 
jcourse of dealings between the applicant and the member organiza- 
ition or the content of any representations made during «hat 
‘ asentthtinn. Instead, the review is to insure that the applicant 
Jis an appropriate person to hecome part of a self-regulatory 
| entity and that the arrangements made by the applicant do not 
| violate any Exchange rules such as those governing fixed interests 
jin the business of a member organization, encumbrances or pledges 
fof the stock, outside business connections, etc. See, @.g., NYSE 
| Rules 311-318, 420, 2 CCH N.¥.S.E. Guide ¥ 2311-18, 2420 (1969). | 
S. The Exchange requires member organizations to dis- 
| close information concerning their establishment and organization 


jin order to be assured that contributions to the capital of 


| member organiza.ions, which were to be used by that member organi- | 
ization as "net capital” in the computation required by Rule 325, 
\2 CCH N.Y.S.E. Guide ¢ 2325 (1969), would not be withdrawn in a 


| manner which would jeopardize the financial responsibility of such 


cn . 
J 


| member organizations. For example, Rule 313 requires a member 
corporation to submit corporate documents, including its certifi- 
| cate of incorporation, by-laws, forms of stock certificates and 
agreements between the member corporation and any ef its stock- 
| holders. These documents are examined by the Exchange to insure 
i that provisions required by its rules concerning the disposition 
jot stock and the restrictions on transfer or payment of dividends 
have been included. (A copy of NYSE Rule 313 and Supplementary 
| Material, 2 CCH N.Y.S.E. Guide ¢ 2313 (1969), is annexed hereto 
Has Exhibit B.) ia 1970, the rules of the Exchange were revised 
| to permit member corporations to issue certain freely transfer- 
~pable securities. Several instances involving purchasers of stock 
issued by member corporations who asserted a right of rescission 


| against those corporations for violations of applicable registra- 


} tion requirements of state blue sky laws came to the attention 


os the Exchange. Thereafter the Exchange's Derartment of M 


| Firms prepared a memorandum dated November 9, 1971 (Exuiibit C 


| net capital position of member organizations. The memorandum 
| states that: 


*the possibility that ‘net capital’ obtained through 
issuance of securities in violation of an applicable 
_rederal or state securities law may, in fact, be 
recoverable by investors who exercise their right of 
rescission {under state ‘blue sky’ laws or under ‘he 
Securities Act of 1933]. Obviously, the proceeds of 
sale of securities which are subject to recovery by 
the purchasers of the securities should not be deemed 
to be good net capital under Rule 325." (Exhibit C, 
Nov. 9, 1971 memo at 2) 


| tn order to assure the permanence of the “net capital” of member 


| organizations, the Department of Member Firms recommended that a 


| requirement be imposed on 


"each member organization to furnish to the Exchange 

an opinion of counsel as to whether any offer to 

gell securities for the purpose of raising capital 
under Rule 328 needs to be registered under the 1933 
Act {or] any 'Blue Sky' laws of any state.” (Exhibit C, 
Nov. 9, 1972 memo at 2) 


On November 18, 1971 the Board of Governors of the Exchange con- 


sidered and approved in principle an amendment to Rule 313 to re- 


quire member organizations to furnish an opinion of counsel in 
connection with any security offering made by a member organiza- | 
tion for the purpose of raising capital to be used under Rule 325. 
(See Exhibit ¢ hereto.) After the proposed rule change was sub- 
mitted to the Commission, it was given final approval by the 
Exchange's Board of Governors on December 16, 1971. By adopting 
this amenament, the Exchange did not assume responsibility for 


enforcing the Securities Act of 1933 or for enforcing the “blue 


sky” laws of 50 separate jurisdictions. Instead, it imposed the 
requirement upon member organizations to aid the effectiveness of 


its net capital rule. 


Schwabacher's Operations 

6. Im 1968 Schwabacher & Co., a large Wast Coast 
reqional firm and Exchange member firm, was experiencing opera~ 
tional difficulties arising from the increased volume of transac- 


tions in securities markets as a whole and om the floor of the 


| 
| 
| 


Exchange and from the conversion of its bookkeeping to the Midwest, 


Stock Exchange Service Bureau. Ouring che period between February 
and August 1968, the Exchange imposed certain restrictions on 
Schwabacher in order to restrain its business until its operation~| 
al difficulties could be sufficiently reduced. In a letter dated 

February 27, 1948, Schwabacher was inturmed that the Exchange i 
would not approve any new registered cepresentatives for the firn | 
and that the firm was restricted from making any new commitments | 


for underwritings or expansions of its buginess. After meeting 
with Schwabacher, the Exchange in a letter dated March ll, 1°68 
recorded Schwabachez's agreement to limit its business to a levei | 


| 
of less than 1500-1700 transactions per day until (a) the firm was 


| 
| 
| 
} 


it 


Hable to maintain its records in a current and accurate manner and 


(b) the firm resolved most of the errors and differences in its 
| records of past business. The Exchange also requested a written 
| description of the steps which Schwabacher had taken and would 


ltake to improve its operations. On June 27, 1968 I again wrote 


Ito Schwabacher enclosing a mamcrandum of steps taken by other 


member organizations to restrain wusiness until their operational 


difficulties were eliminated oz greatly reduced, stated that 


H 
i 
jcnless Schwabacher‘s volume was restrained to 1700 traces per day, 


Jit would be necessary to prohibit the firm from any underwriting 


jor trading for its own account or a principal and suggested that 


ladvertising which used the ¢irm's name should be discontinued. 


“y 
not accept sell orders for ovir-the-counter securities unless it 
i 
lhad the ability to deliver the securities before the sale was 


On July 23, 1968, I informed Schwabacher by latter that it should | 


made. Copies of these letters are annexed as Exhibit 0. 


7. On July Ll, 1968 the Securities and Exchange Com- 


| mission issued an order commencing a private proceeding against 


pene eenee & Co. and Albert E. Schwabacher, Jr. A copy of that 


order is annexed hereto ag Exhibit E. The private procemding was 


linstituted to determine whether Schwabacher had violated Section 


|17(a) of the Exchange Act and Rules 17a-3 and lfa-5 and Section 
} 8 (c) of the Exchange Act and Rule S8c-lia) (2). In Juiy 1968 the 
| Exchange received a letter from Schwabacher to the Commission's 


) Regional Office in San Prancisco confixming restrictions cn adver- | 


! 


i 
lother activities of Schwabacher which had bwen agresa upon with 


i 
ithe Commission. A copy of that letter is annexed as Exhibit FP. 


tising, underwritings, market-making, accepting new accounts and. 


8. On October 24, 1968 I wrote a letter to Senwabacher 


i 
i 


which referred to th: fact that its auditors had reported the 


it 
i 
i 
H 
i 
' 


wn 
~~ iy, 
continuation of material inadequacies in Schwabacher's accounting 
system and control. Schwabacher was instructed to reduce its 
volume by 10% during the next month and by an additional 10% 
during the subsequent month. Schwabacher was asked to determine 
for itself how these reductions would be accomplished, i.e., by 
sale of offices, release of registered representatives or intro- 
duction of accounts to other member organizations on a disclosed 
basis. On November 7, 1968 representatives of Schwabacher met 
with representatives of the Exchang to discuss such restrictions. 
Schwabacher informed the Exchange at this meeting that the firm's | 
current business was under control so that security differences 
were not increasing. ter the meeting I wrote to Schwabacher to 
confirm the Exchange's decision to defer the restriction calling | 
for a 10% reduction in Schwabacher's business at least until 
December 15, 1968. (See Exhibit G hereto: letter dated 
October 24, 1968; memorandum dated November 7, 1968; letter dated 
November 7, 1968.) 
9. On November 20, 1968 the Exchange received the audi~ 
tor's report on the answers to the financial questionnaire of 


Schwabacher as of August 30, 1968 which stated that the answers 


"did not present fairly the overall financial position of 


Schwabacher & Co. at August 30, 1968* (Exhibit H). On November 


‘ } 
26, 1968 I had discussions concerning the disciplinary action tha 


would be taken against Sch-abacher with Stanley Sporkin, the 
Associate Director of the SEC‘s Division of Trading and Markets 
and with Albert E. Schwabacher, Jr. My memorandum of those con- 
versations is annexed as Exhibit I. Schwabacher & Co. was 
willing to make an offer of settlement to the Commission which 
would accept a censure referring to saictions imposed by the Ex- 


change and waiving the $10,000 limitations under the Exchange's 


: 
Fhe 


_— it clear that the Exchange would retain its power to censure, | 


| suspend or expel as well as to fine for Schwabacher's violations 


Constitution so that fines of up to $50,000 could be imposed. | 


i applicable regulations. The Exchange's disciplinary acticn was| 
I to be announced in the Commission's announcement of its own 
jpenalty. On the afterncon of that same day I met with William 

| Lendman, president of Blair, concerning details of the merger 


Mr. Lendman 


| slanhad to spend the major part of his time at Schwabacher for 


ithe next six months along with two of his top executives. (See 


10. On December 2, 1968 I attended an all-day meeting 

with the Commission staff concerning Schwabacher. My memorandum 
the meeting we dis- 

cussed the Commission's private administrative proceeding against 
Schwabacher. The Commission had refused to accept an offer of 
settlement from Schwabacher limiting penalties against inc ivid=- 
uals in the firm to censures, and Blair & Co. was not interested 
in a merger if the Commission's penalties went beyond censure. 
Blair reported that it had decided not to pursue the merger but 
then decided to loan money tc Schwabacher for longer than six 
months and requested ll days to have its auditors determine 


Schwabacher's audit possibilities more precisely. f insisted 


that $3,000,000 be placed in ScHwabacher and that the Exchange 


lend to Schwabacher. After Blair accepted this condition and 
dropped its demand that the Commission agree not to impose 


would wait for 11 days for the other $3,000,000 that Blair was to 
sanctions on individuals, the Commission staff took Schwabacher’s 


| 


offer of settlement to the Commission. While the staff was 
meeting with the Commission, Schwabacher & Co. decided to com- 
plete arrangements for a $3,000,000 loan from the Union Bank in 
California ratier than accepting the loan from Blair. The final 
: arrangement with Schwabacher from the December 2 meeting was 


that it agreed to inform ths Exchange by December 15 as to 


whether it planned to merge with another firm cr sell a number of 


| branch offices and after the meeting I wrote a letter dated 
December 3, 1968 to Schwabacher confirming this (Exhibit L). 
Schwabacher responded in a letter dated December 12, 1968 
(Exhibit M) stating that it had agreed in principle to merge with 
| Blair. Schwabacher's counsel sent the Exchange a copy of the 
revised offer of settlement sent to Mr. Sporkin of the Commis- 
sion's staff on December 14, 1968. This offer of settlement 
(Exhibit N hereto) provided that Schwabacher would consent to a 
censure from the Commission refarring to and taking into account 
ganctions imposed or to be imposed by the Exchange and the 
Commission's acceptance of the settlement could be withdrawn if 
the acquisition of Schwabacher by Blair was not accomplished on 
or before “-rch 31, 1969. The assets of Schwabacher were ac~ 
quired by Blair pursuant to a purchase and escrow agreement to 


become effective on February 28, 1969. 


Approval of the Acquisition was Proper 
ll. Plaintiffs assert that the Exchange should not 


have permitted the acquisition of Schwabacher by Blair. There 

is nothing to support such a view and both the Exchange and the 
Securities and Exchange Commission anticipated that the acquisi- 
tion was in the best interest of public investors. The Exchange 
did not object to the acquisition of Schwabacher by Blair and had | 
no basis to support any objections. In late 1968, Blair was con | 


sidered to be a well-managed, growing securities firm. William M. 


Lendman, Blair's president, had an excellent reputation as a very 
able, knowledgeable, and efficient administrator, having guided 
Blair through a period of expansion and growth. In September 
1968 the Exchange stated in an internal memorandum following a 
"cost consultation® with Blair that Blair had "experienced record 


growth in almost every area of income and expect(s] this growth 


Hto continue” (Exnibit 2) The discussions leading to eventual 


|merger of the two wwmbex organizations had not been initiated by 


| the Exchange but by the ge:ties themselves. Blair's capital 

| position and its mansggvent were strong, while Schwabacher's 

| problems existed in the operations cf its back office. The com- 

ibination of the two firms, with separate back offices to prevent 

Wthe operational problems of Schwabacher from affecting Blair's 

| back office, seemed very likely to succeec. 

12. Searchiag for reasons to support their view that 

fens acquisition cf Schwabacher by Blair in February 1969 was im 
proper and should net have been approved by the Exchange, the 
plaintiffs assert that the “cost consviittation*® with Blair in 
September 1968 revealed that Blair ranked last in its group of 
firms in gross income per employee (complaint, 4 11), that an 
‘Exchanc’ employee .id considered the acquisition by Blair in 
August 1968 of the domestic branch offices of A. L. Stamm & Co. 
to be inadvisable (complaint, # 15) and that Blair was "under 


investigation*® for a net capital violation at the time of the 


cumstances p.cyvide no support for the view that the Exchange 
should have disapproved the acquisition. 

12. The memorandum reporting on the “cost consultation 
with Blair in September (Exhibit 0) explains that the low income 


acquisition {cog@laint, #33). The facts underlying these cir- 
per employ+s was caused by the low preduction of the firm's 


ai 


| they generally are expected to require about two veaz2 to develop | 


nee 


i Cor noncurrent dividends receivable. At the time Blair agreed 


f their potential sales volume. 


Inc. were able to retain the operations employees of A. L. Stamm | 
& Co. it would appear that it could handle this acquisition.” 

| This conclusion was questioned by W. E. Jones, anothar employee 
lot the Department of Member Firms, and ultimately Blaty acquired 
Ronly two branch offices from Stamm. (See Exhibi= P berecd: 

| memorandum dated August 1, 1968; memorandum dated Auguse J, 1968; 


‘ letter dated October 2, 1968.) 


| vestigation of a possible capitsl violation by Blair at the rivsx | 
| of the acquisition is a red herring. The possible violation hai ; 
occurred 11 months earlier on March 31, 1968 and had been ae 
: to the Exchange by Blair and promptly corrected by Blair. The 
| 
| 


rN 


registered rvpresentatives who had been employed only recently 
and that thei: production was expected to increase. The memo- 
randum states: “Although the firm's gross income per employer | 
was low they b ezienced record growth in «/imst every arza 
of income and », °‘* this growth to continue.* The low income 


produced by new registered representatives is not unusual since 


14. The proposed acquisition of offices from A. L. ' 
Stamm & Co. was considered by the Exchange in a semorandum dated | 


August 1, 1968. The memorandum concludes that “if Blair & Cc., 


1S. The reference in the complaint to the pending in~- 


vioiation had not continued beyond that date and was the result 


of a misunderstanding by Blais and its auditors of capitesl charge | 


in principle to acquire Schwabacher, its financial position, as 


reported to the Exchange. was strong. In its answers to 4 special) 


operations questionnaire it reported “. the Exchange a capital | 


ratio of 1388%, well below the limit o# 2000% imposed by Rule 325;! 


ert 


ce a CREEL EE CN LAL LEE LCL LA LL CLIO ALLEL AL ALL ALLA LA A A 


and a net worth of $15,123,877 as of February 28, 1969. Although | 
S the investigation as to whether a violation had occurred continued - 
until July 1969, the Exchange determined that any violation did 
not merit the bringing of formal charges and notified Blair in 
July 1969 that it would not pursue the matter further. (See 


Exhibit Q: special operatious quesionnaire as of March 28, 


} 1969; staff memorandum dated April 16, 1969; Blais's letter dated 


J : 
March 19, 1969; letter to Blair dated July 3, 1969.) The possible 
violation presented absolutely no reason to. question Blai.i‘: | 
financial responsibility in Pebruary 1969. 

16. Plaintiffs have also included in their complaint an 
advertisement of Blair referring to the acquisition of seeiaiaiidadd 


I have requested that a search of the Exchange files be made for 


that advertisement which plaintiff‘ alleged was subject to Exchang 


Sanam cement 


rules concerning standards and approvals of advertising (compiain 


q 34). This search has not uncovered any evidence that the Ex- 


eee «oS 


chasje apprevwd any aavertisements for Blair during 1969. If the/| 


would have 


it 


advertisement hai been submitted to the Exchange, 
been reviewed according to the standards set forth in 2 CCH 
N.Y¥.S.E. Guide ¢ 2474A, aga follows: 


"In reviewing member organization material -- 
as specified in Rules 471, 472 and 473 -- the New 
York Stock Exchange is concerned with the manner -~- 
or form -- in which information and opinions are 
presented. The Exchange cannot, of course, be | 
responsible for the accuracy and completeness of 
: factual information, nor the opinions of menber 


organizations, in the material reviewed.” 


The Disciplinary Proceedings Against Schwabacher 
17. Plaintiffs assert that the Exchange failed to en- | 


force certain of its rules and permitted Schwabacher to continue 


in operation following such rule violation. Specifically, it is 


| 
alleged that Schwabacher and its general partners were subject to | 


discipline under "Rule 440 and Securities and Exchange Commission 
Rule 17a-3 (books and records). Rule 402 and Securities and Ex- 
change Commission Rule 8c-1 (hypothecation of customers' securi- 
ties), Rule 342 (supervision and control), Rule 401 (good 
business practice) and Rule 417.11 (audits)* {complaint 44 45-48) .| 
It ig true that the firm of Schwabacher & Co. and Albert E. 
Schwabacher, Jr. agreed to a stipulation that Exchange Rules 440, 
342, 401, 402 and 417.11 as well as SEC Rules 17a-3 and @c-1 had 
been violated. In fact most of the allegations contained in para-| 
graphs 15-23 of the complaint concerning Schwabacher's history of 
operational difficulties appear to have been taken from the 
Exchange's report containing its disciplinary charges against 
Schwabacher. These violations arose from the inadequacies and 
inaccurate condition of Schwabacher's records which are described 
above. The Exchange took proper steps to remedy this situation 
yaad to aid Schwabacher in ¢verceming these problems. In addition, 
| the Exchange imposed disciplinary measures in accordance with its | 
{ Constitution and Rules. 

18. A report dated February 17, 1969 containing a 
j statement of the facts, charges and admission of violations of 


j the above rules was prepared by the Exchange's Cepartment of 


jArticle XIV, Section 14 of the Exchange Constitution, these 
| charges were submitted to the Advisory Committee of the Board o% 


| Governors of the Exchange. On April 3, 1969 the Adviscry Com- 


I mittee reported its recommendations for discipline to the Board 


yOf Governors. The recommendation was that the firm be fined 
1$80,000 for these violations and that Albert £2. Schwabacher, Jr. 
jbe fined $25,000, censured before a meeting of the Board of 


iGovernors and prohibited from undertaking any duties in the 


supervision of back-office operations of any member organization 


for five years without the prior approval of the Exchange. On 


| 
' 
| 
| 


April 10, 1969 Mr. Schwabacher appeared before the Board of 
Governors and the censure was administered. Copies of the 
Pebruary 17, 1969 report, the April 3, 1969 report and the 
censurs, describing the violations and the penalties administered, | 
are annexed hereto as Exhibit R. | 
19. The former partners of Schwabacher who were dis~ 
ciplined by the Exchange in April 1969 were not then in charge of 
the combined firm of Blair. Indeed, Mr. Schwabacher was speci- | 
fically denied the right to exercise any supervisory duties for | 
back-office operations for at least five years. Moreover, the 
Commission brought similar charges for violations of Section 17(a) ' 
of the Securities Exchange Act of 1934 and SEC Rules 17a-3 and | 
l7a-5 and Section 8(c) of the Exc’. ige Act and SEC Rule Be-1(a) 2); 


On August 29, 1969 the Commission leased its findines, opinion 


: 


i 


Hand order fully describing the see failures of Schwabacher and of 
Hits management to meet reco. keeping requirements, which were the 

| basis of the Exchange's disciplinary measures. These findings, 

| contained in Sacurities Exchange Act Release No. 8677, also order-| 
led that ‘Ir. Schwabacher be prohibited from undertaking supervisory 
| duties with respect to back-office operations. A copy of the Com-| 
} mission's decision and a copy of a.Wall Street Journal article of 
| August 29, 1969 reporting on the Commission's action are annexed 

ihereto as Exhibit S$. These actions by the Exchange demonstrated 

| that it performed its duty to impose discipline upon Schwabacher 

| and its management for violations of SEC and Exchange rules. 

20. Plaintiffs assert that the Exchange failed to en- 


force Rule 417 which requires an annual audit of a member organi- 


zation by an independent public accountant, alleging that such 


requirement was not met by Schwabacher in 1968 (complaint, 14 
Schwabacher's independent public accountants conducted an examina-| 
tion of Schwabacher's answers to a financial questionnaire as of | 
August 30, 1968. Following that examination, the accountants } 
rendered an opinion which concluded that the answers to the finan-| 
cial questionnaire “do not present fairly the overall financial 


position of Schwabacher & Co. on August 30, 1968° (Exhibit #8 


above). Schwabacher's failure to comply with Rule 417 was con- 
sidered in the disciplinary charges brought against the firm and 
the firm was, in fact, disciplined for violation of Rule 417.11, 
as described in paragraphs 17-19 above. 

21. Plaintiffs also assert that the Exchange failed to 
(| discipline Schwabacher for violations of the net capital require- 


ments of Exchange Rule 325 (see complaint, ¢ 23). This assertion 


is the result of plaintiffs’ misunderstanding of Rule 325 anc the 


Exchange's practica with respect to short stock rasord Siffarances,. 


Ths memorandum of charges prepared by the Department of Member 
Pirms states that “*Schwabacher & Co. has had short securities 
differences which if charged against their net capital would have 
resulted in -lolations of Rule 325" (Exhibit R, February 17 report 
at S$). It was the Exchange's practice to discuss short stock 


record differences with the member firm's management and its in- 


i dependent public accountant and to discover whether such differ- 
ences were maraly bookkeeping errors -:ich would, when resolved, 
result in no loss to the firm. [If such were the case, the Ex- 
change would not charge the net capital of the member fi with | 
the short market value of the differences but would encourage the | 
member firm to increase its capitalization until such time as 
these differences were resolved. As pointed out in the memorandum 


of charges, this practice was followed with Schwabacher and on 


several occasions the Exchange required Schwabacher “to raise 
substantial excess net capital in view of their short differences 


and they have done so” (Exhibit R, February 17 report at 6). 


ithe Use of Knowledgeability Letters 
22. Plaintiffs assert that the Exchange should have 


required "“knowledgeability letters" from capital contributors to 
Blair (complaint, { 79-81). Knowledgeability letters were sub- 
j mitted to the Exchange by certain capital contributors at the 
request of the Exchange staff. The decision to request such 
letters was an ad hoc decision that was made by a person on the 
| Exchange staff concerned with the oversight of the particular 

i firm. These ad hoc decisions were under informal standards which 
i developed as time went along and were not made pursuant to any 
Wrule of the Exchange. Indeed, no Exchange rule refers to the 

| knowledgeability letter or to the circumstances under which they 
| were requested. Such knowledgeability letters vere used in con- 
| nection with capital contributions to Schwabacher during 1558 

| anid, although one was considered when Blair proposed to make a 


| capital loan to Schwabacher in November 1968, none was received 


Hwith respect to Blair during 1968 or 1969. 


23. The knowledgeability letter was used in connection 
iwith Schwabacher after the Exchange had imposed operating restric- 
I tions. On March 28, 1968 I sent a form of a knowledgeability 
S retter to Schwabacher and stated that the letter would be “re- 

quired in connection with any new capital contributors or renewals' 
of capital from cthers than members or allied members during the 
special restrictions." In June 1968, the Exchange requested 

letters in the form as outlined in the March 28, 1968 lette= in 
connection with capital borrowings reported to the Exchange. At 
that time the Exchange advised Schwabacher that it would .equ’re 


knowledgeability letters from "all contributors of capital" to 


Schwabacher. (See letter dated March 28, 1568, form of knowl- 


| 


} 
| 


edgeability letter and letter dated June 25, 1968 annexed hereto 
as Exhibit T.) 

24. During 1968 and 1969 knowledgeability letters were 
not required from capital contributors to Blair. A draft of a 
knowledgeability letter which refers to a subordinated loan to 
Blair and to a “proposed investment by [Blair] into Schwabacher 
& Co." was prepared in connection with the proposal by Blair to 
lend capital to Schwabacher (Exhibit U hereto). That proposed 
loan was discussed with the Exchange in late November 1968 in a 
meeting with William Lendman, President of Blair. My memorandum 
of that meeting (Exhibit J above) states: “Blair will add $6 mil-'| 
lion of capital from present participants, and will loan $6 mil- 
lion to Schwabacher for 6 months.“ Because Schwabacher was 
subject to restrictions and knowledgeability letters were re- 


quired from capital contributors to Schwabacher, a draft knowl- 


Blair which was to be the basis for Blair's loan to Schwabacher. 
| This draf+ would have contained an acknowledgment by the sub- 


l ordinated lender to Blair that he was aware of restrictions on 


i 
yedgeability letter was prepared for the subordinated loan to | 


| Schwabacher and of Blair's proposal to lend capital to Schwabacher 
| The draft was based upon the considerations which led to request- | 
| ing such letter from Schwabacher capital contributors, the fact 
that Blair proposed to become such a capital contributor by in- 
| creasing its own capital and lending it to Schwabacher, and the 
fact that the subordinated lender was making a loan to Blair for 
| this Limited and specific purpose. The proposed loan from Blair 
i to Schwabacher was ultimately not made and a $3 million loan fron 
the Union Bank of California was arranged. The Exchange learned 


of this decision on December 2, 1968 at the meeting with the 


I stats of the Securities and Exchange Commission described above. 
| During that meeting Mr. Lendman advised us by telephone that 
I piair might loan money to Schwabacher for a longer period. Later 
l that same day we were informed that Schwabacher had decided to 
| proceed with a $3 million loan from the Union Bank of California 
fin order to obtain more flexibility in continuing merger discus- 
| sions with Blair. (See Exhibit K above.) As a result, the draft 
i knowledgeability letter was not used. 

25. No knowledgeability letters were requested or 
| obtained at Blair in 1969 because no unusual event or “risk 
| factor had occurred which would lead one of the persons at the 
| Exchange ceeponsible for surveillance of Blair to conclude that 
i such latter should be required from any cli f investors. This 
| judgment is fully supported by the informatic concerning Blair 
| available to the Exchange in 1969, including the fact that Blair 
in 1969 was a growing securities firm with a strong capital posi- | 
tion and excellent management as discussed above. The factors 
supporting the Exchange's decision not to object to the acquisi- 
tion of Schwabacher by Blair discussed above and the facts reveal-: 


ing the substantial progress made in resolving operational diffi- | 


| culties in the Schwabacher division discussed below also support | 


this judgment. Of course, the Excnange had no reason to believe 
at any time that persons who made capital contributions to Blair 
were not provided by Blair with the financial and operating data 
| which was appropriate or necessary for them to reach their deci- 


H sion to purchase Blair securities. 


Developments After the Acquisition 
26. After the acquisition, the Schwabacher Division 


i of Blair continued to discuss the improvement in its operating 


f sonditions with the Exchange. Certain restrictions were modifi 


Panna 


for rescinded based upon this improvement in May 1969. On 


| September 6, 1969 the restrictions and the improvements in the 


| operations of Schwabacher were reviewed. An Exchange memorandum 


"Tt would appear from the foregoing that the 
operations problams of the Schwabacher Division have 
been substantially solved and there appears tc ce no 
reason why our restrictions should not be modified 
significantly or in some cases removed completely.” 


j on September 8, 1969 I wrote to counsel for Blair to advise him 


f that restrictions on the Schwabacher Division of Blair were being 


i 
| dated Septewher 4, 1969 concluded: 
| 


| modified or removed. (Sae ¥xhibit V hereto: letter dated May 8, 

| 1969; memorandum dated Sestember 4, 1969; letter dated September 

H 8, 1969.) , | 
27. fn May 1969 William M. Lendman resigned as Blair's 

president. Mx. Lendman's resignation meant that Blair sad lost ani 

exceedingly capable administrator who had been iustrumental in 

| guiding Blair through its period of growth and expansion. 

28. Plaintiffs object to the manner in which the 1.969 
audit of the combined firms was conducted and allege that Blair 
failed to comply with Exchange rules by utilizing an audit which 
was made of twe separate divisions at two separate ‘imes in 1969 
(complaine, ¥ 50). Blair's auditors requested the Exchange to 
permit it to audit the books and records of the Schwabacher divi- 
sion, of Blair in June 1963 and to audit the books and records of 


| the Blair division in September 1969. This request was made in 
a letter dated May 7, 1969 and was based upon the absence of any 
significant intercompany dealings and the auditors’ assurance 
that presentation of tre financial information would be clear and, 
concise. This proposal was “onsidered by the Exchange ax re~ 
flect:d in @ memorandum dated May 19, 1969. If the audit were 


to be conducted as requested, the approval of the Commission was 


rersicea, Mr. Andrew Barr, chief accountant of the Commission, 
was consulted and advised the Exchange that the Commission would 

| take no exception to the separate audits of the two divisions of 
Blair. (See Exhibit Whersto: letter dated May 7, 1569; memo- 
randum dated May 19, 1969; memorandum dated May 23, 1969.) 

29. Plaintiffs assert that Blair devised a plan to 

obtain additional subordinated capital in 1969 which was submitted 

ito and approved by the Exchange (complaint, 4 35-39). Blair's 
Stock Purchase Plan, which permitted purchases ¢f common and pre- 
ferred stock, had been in effect since 1963. In August 1969 Blair 


proposed an amendment to its Stock Purchase Plan providing for ad- 


justments based.on changes in book value at the time a subscrip- 


tion pursuant to the plan was terminated or cancelled; the Ex- 


change approved that proposed amendment. (See Exhibit X: letter 


dated August 28, 1969; Letter dated September 12, 1969.) It is 


j impossible to understand how plaintiffs were adversely affected 


fby the Stock Purchase Plan which was adopted in 1963 or by the 


amend ant in 1969. 
30. The events which ultimately contributed ts tha col-| 
| lapse ef the mersed firms did not appear until late in 1969 <- 

fatter the plaintiffs had, purchased stock of Blair and ome 
their accounts. In the latter part of 1969, Blair, which had | 
maintained a separate back office, converted its entire operations | 
Hto the Midwest Stock Sichines Service Bureau. This conversion 

} would place both divisions of Blair on the same recordkeeping | 
} System. A»: ough the Exchange recommended that Blaix accompiisn 


| this conversion on a branch-office by branch-office basis to in- 


pgure that no losa of control sof recordkeeping resulted, Blair 


| nevertheless decidec to make the conversion of its branch offices 
| to the Midwest system en masse. The Exchange was not infosmed tha 


h chis method had been adopted until significant operating problems 


begen to emecge. Siair sad reported a satisfactory capitai ratio 


® 


| 
f 
| 
| 
| 


Hin its answers to special operations questionnaires and financial 
} questionnaires from May 31, 1968 until its answers to the 
| special operations questionnaire for December 31, 1969 (Exhibit Y) 
| revealed a violation. Those answers, dated February 10, 1970, re- 
Hported a ratio of 2673%, and noted that “both aggregate indebted- 
| ness and capital charges have been seriously inflated as a result 
lof conversion to the Mid-West System." The answers reported a 
Yioss for eleven months of the current fiscal year of $6,397,343. 
31. in a let*>> *. Blair dated March 16, 1970, the Ex- 
Hchange stated that it was “essential that Blair & Co. take imme- 
| diate steps to inject new capital to the extent of not less than 
1$3,500,000." A memorandum from the Exchange files dated April a 
l19to indicates that Blair had taken certain steps, including | 
liquidation of collateral underlying secured demand notes, negoti- | 
ation of an additional loan, and sale of one of its Exchange mem- | 
iberships, which resulted in an adjusted capital ratio of 1519% 
with $1,647,382 in excess net capital. In April 1970 Blair was | 
ll experiencing a loss of about $800,000 per month and projected that | 
hit could not reach a break-even point until February 1971. Blair 
was urged by the Exchange at that time to outline the steps neces-| 


| sary tm balance its revenues and expenses by June 1, 1970. A 


\McKinnon. Pinally, on June 15, 1970, a meeting with representa- 


| interest in acquiring all or substantial segments of Blair. After 


! 


| 
ithat meeting, arrangements were made to sell branch offices of H 
| Blair to other member firms and Blair was liquidated. (Copies of 


| 
| 


i the letters and memoranda evidencing these events are annexed as 


| Exhibit Zz.) 


| conclusion 

32. As previously indicated, the Exchange took the 
} steps that it considered necessary and sufficient to correct the 
| problems which Schwabacher faced following the conversion of its 


| back-office operations to the recordkeeping system of the Midwest 


i Stock Exchange Service Bureau and to assist Schwabacher in gaining 


| control of its operations in order to protect the accounts of 

| public customers. The Exchange approved the acquisition of 

| Schwabacher by Blair which because effective at the close of 

| business on February 28, 1969. The Exchange had no basis for 

| objecting to that acquisition and believed that Blair was a well- 


i 


| managed, growing securities firm and that the combination of 


i Schwabacher and Blair would succeed. The problems which led to 


H 


the ultimate demise of Blair in August 1970 were intervening 
| causes which neither the Exchange nor anyone else could antici- 


| pate. Those intervening causes did not occur until late 1969 


(that division had been removed. The intervening causes consisted | 
lof the decision by Blair to convert en massa its own back office 


i to the recordkeeping system of the Midwest Stock Exchange Service 


| Bureau. This conversion was followed by a precipitous drop in 


i 
|keeping difficulties combined with a loss in profitability, but 
i 


jBlair was unable to overcome these difficulties and was eventually | 
i H 


W liquidated. ‘These regulatory actions were proper exercises of the | 


| Exchange's duties to regulate Blair and to protect the accounts 


Hof public customers. 

33. I respectfully submit that the Exchange properly 
| discharged its duties and responsibilicies under the Exchange Act | 
in connection with its supervision of Blair and Schwabacher, that 
fino representations whatever were made by the Zxchange to either 
jot the plaintiffs concerning their purchases of Blair stock or 
f subordination of their accounts, and that the Exchange had no 
| knowledge of any fraudulent conduct in respect to plaintiffs' pur- 


i chases of Blair stock. Accordingly, judgment should be entered 


—, 
£ wg bee 
02 fra Tony ft a 
7 


Robert M. Bishop \ 


i Sworn to before me 


ps ALFRED J. PARIS! 
on December 15, 1975 Metery Putdie, Ssote of Hew York 
Me. 14905389 
bd Qusiified in Queens County 
Tsmm.cmon Exgwes March 30, 1977 
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is-t0e to YORK STOCK EXCHAGGE 


ALLIED MEMBER OR NON-MEMRER APPLICATION 
(LONG FORM) 


| INSTRUCTIONS 
H i, Sree or type amywers 2 Amwer aif questions (uate “Noe” if sppeupnate) 


4. Amswer qg<urtome folly, atecheng «pasate signed sheets oe letter ul explaaaswa, sf aetersery 
4. File ree .upers with Othe id the Sei retary | 
% Alia Sle ree copes id Fined Suppiem . (Fur AD-2A ot AD- 28). 


f& Rules 17a) amd 1711 — ae amemicd — under che Secures Exchange Act of 1934, require | 
i retentam al a cup) of thes eppliatum By the Member Organization. 


Atuntion of applicants is drawn to the following prowsions of Article XIV of che Consnreiion of cia 
Szchange: 
Sex. 2. Whenever the Buerd of Guvernon, by the alfirmunve vuee of a mayoney uf the Guwermors cuew a odfice  sitail 
ainedar (hat a member pra ne hee spplicaiwes foe memberhep, vt an ail) member pew vs ihe approval ui usm ao 2 pf tere 
a a membey hem oe aoe wuskimldre is 4 meewher vorpurations, had Seen curity uf a fraudulent of dishes act amd cian 


lat ami Uremiames therad evte not dimiveed oo the Exchanuc va hes appinauue lor memberhap, of 28 (Re appt adaae, 
fet appeal, as the vase may be, sah member of allied member shall be eapetied 


wes. 3. A onember we allied member why shall be adivdmed curity, by the athemsave vow of a manniey of ihe Case- 
crmas chen on ote, of aesking a mosetaceterm vpun a muaenal pone co the Board of Geecenons of ts a Womnunee aeiieorsse) 
thevehe oe me the ieee ot Dereciurs of Suck Ciesoing Corpuranoa ue of making ua bet uppiicatom for memoerig on oe 
the appin stem nt apprerad of Mim at a Partwet oa a mernort Arm oof 43 a stakhokdet 19 4 member vormeratioy, a Muesey oi 
min@ermen: tu the Faviumex mey be suspemind ur cxpeiled as the Bus may determine. 


By Gling this application, an applicane for approval as a limited partner, holder of non-voriig ock, holder 
of debentures, of in any othe: non-member stacus requiring approval by the Roard of Coveraors, agrees that 
approval may be demued or, if granted, may be mnpended or withdrawn by the Exchange at any cme 


Application for approval by the Board of Governors 
JAMES ARNEIL 


ow 
(Gave Ramee as 1 iemwtd De wheewe i Rec Ronge puwbict Reem. ) 


(0 an allied member of the New Yors Stock Zx- fan allied member of the New York Stack 4: 
change and 2 holder of voting stock change and a general partner 


a holder of non-wxing stock ©) a limited partner 


af the member organizasuon, 


Gio Rae CEE CE a 
Andress st which applicant will make his offee OOS Doncen 8ldq.. Wenatchee, Washinaton 
SeBoL 


1 mubews the following true, complete ond accurace statement of my personal and busness hurory 


: Pull name James Arneil he 55 
1 Home addres 921 Bryan Street, Wenatchee, Washingt 
; Prince Rupert, 8.C. January 29, 1914 §32-07-2158 


(Phonz wd Renee Tht Cee Vere ad Meets the So Mod 


CaN MADAME MOC WIC LK RAMICNDCH ata, 
Lama « cuuee of the Unitcd Sates. 


PI eee LL CL, 


ce eee S ss 
enn ot one vd LR mg femergm camemets mete proet ad comeemee fo oem Gg Sere ge 5 mney 
thmees Yours + 
ae 
tiene oe Kathleen O'Conner 


wiles mauden name nee et a LCCC 


: 3 jah raat oon 
| 


Pather's name aed, if tiving, hw adeirees wD HA Ced Leads. Lust 


. 


7? Tam or have been a member of the following clubs, soceties o¢ fraternal organizations: 
(Give aaemry aed saioeiees) 


Washington State Bar Association, Seattle, Washington 
Wenatchee Golf & Country Club, Wenatchee, Washington 


a Club Wenatchee, Washington 
8 I have attended the following educational insatutions: (start with ciementary schools) 


Name and Ad Jress of Institution Day or Evening} fo sopagn | Degree 


From Te | 


fe. we Yr. 


SUBSTANTIALLY ALL TIMS MUST SBE ACCOUNTED foe WHEN ANSWERING STATEMENTS 8 AND 29. 
iVG RESIDENCE ACORESS TOR SUC TIMES AS TOU WERE NEITHEx ATTENDING Sit DOL NOR 
ENGACCD IN BUSINESS. 


9. The follownng is a complete, consecutive statement of my business history unce leaving school or college: 
(For service with the armed forces, give dates, branch of service, rank or rate, idenutcation number and 
type of discharge). 


TROT STE AER ON ‘; 
| Reason for ° 


CN SAEED ETE 
Frem Te Name of Business and Address | Nature of : | 
la. - ve] (Street, City and State) | Business Position Held ae ; 
nina | 


em im aman 


ATTA: 


enemas eet re ne - eR 
ALL SUSINESS CONNECTIONS NOT SHOWN IN STATEMENT 9 MUST 58 
SIOWN IN ANSWER Tu STATEMENT 
—— ee 


3) 


sanner, direncr, o£zer, contrcllry tocabolder, enzloyee, or Sember of the 
Foe Lae Oat BBG aioe Rie 


of bat Bene, tae Cell eet at vee wat sted, 
eres oat semgetsat.te cereced + 


(b) I hawe at presence a ficancial incerest (through direct or indirect stock or bond ownership, through out: 


standing loans, or otherwue) in the following companies engaged in a securities or Snancal or kindred 
business: (Clive (eid deasiod 


i RL 


ee .(-)<) -  nnnnnnee ERE 
nn 


(¢) I eas formerly a propmetne, partner, director, officer, employee, or member of the following bunnew 
organizacions: (Cive detee ef eonmecizon, 790 af beanera, eddewes sad puotion bet.) 


Columbia River Orchards, Inc.) P.O. Box 1706, Wenatchee, Washington 


May, 1955-May, 1957; orchard ownership; position, general manager 


1) (4) T have, of have had during the past ten years, transactions with the following brokerage houses, ewher 


ia my own name oe in another style: (Give sddewnees, Sate erie wand (or (remaaaions Cot conducted 10 own seme.) 
. 


SEE ATTACHED 


etch ie gamma innate ee 


cn LLL 


a 


(b) | have, of have had during the pus ten yrary, accounts oF other dealings (including founs granted of 
femed) wh the following banks ur other financial orgamizstiom, cher in my own name of in anuther 
SY He: hone anbdeeers wane cert ound ee me cmumme me eee 


Seattle-First National Sank, Wenatchee Valley Branch, Wenatchee. Wn. 
ank Commerce, Columbia Valle Branch, Wenatchee, ‘Wn. 
chee Federal Savings and Loan Association, Wenatchee, Wn. 


Wenat +] 


een ELL CCL CL 
—————— 
| ANSWER “YES” OR “NO” TO QUESTIONS i2 THROUGH 21. 


Have you ever used or been known by any name or syle other than a shown in 
Scatemenis | and 11 above? 


(a) Have you ever been refused a bond by a surety company? 


(be) Mas any surety company pard owt any fueds on your coverage or cancelled your 
covers qe? 


14. Hawe your scrnces ever been terminated by any employer? 


13. In your prevwus bunness connection: oF employment in any Capacity, has any trane 
action under your attention ever “sen the subject of a legal proceeding uf a writien 
complaint? 


1& (a) Have you ever been a member, or amociatad as a principal wih a member, of any 
securtacs of commodity exchange” 


{(b) Have you ever heen 3 memner, or amorated a3 3 principal with a member, of the 
Natiensi Association of Securties Dealers, Ine, of any other assncition at secure 
av oc commenity brokers, Jeslers. savestment bankers of cavestment advewrs’ 


(c) Has any appdscateon fur your approval by uch an exchange of asncation, af @ 
member or otherwise, ever bern berued or wuhdrown? 


(d) liawe you ever twen agsecumed (as a pracipal, cmpkwee or oherwise) with any 
organiaatien which, oF 1 primermal of whch. to your knowledge was rthused 
memberup of svewhdrew an appiaaion for meminranep in such sn cachanye of 
srmrctaten” 


17's) Hlawe om ewer been exnelied, suipeaded of the ene Uneipiined tow ttc Segvaeaters 


prrewtre ly 
Have you ever been expelled, suspended of otherwise disciplined by the Securities 


and Exchange Commussin; or have your activiges ever been the subsect of an in 
vestigation by the Com :s 000? 


) Have you ever been expelled, suspended, Sned, censured of otherwise disciplined 
by a securities exchange. commodity exchange, the National Association of Secury 
ties Dealers, Ine, or any other ausociation of security of commodity brokers, 
dealers, investment bankers or investment advisors? 

Mave your activities ever been the subject of an investigation by such an exchange 
or association, or by or on behalf of any Scate securities commussion? 

Have you ever been associated (as a prinapal, employee oF stherwiue) with any 
organizauion which, of a principal of which, to your knowledge «as expelled, sus 
pended or otherwise disciplined by much an exchange of assomation of by the 
Securities anc @achange Commismon? 

Have you ever been denied a license, franchise, permit, certificate or regutracion 
required to engage in the securities, commodi.ies, or any other business or profession? 


Has any such license, franchise, permit, certificate of registration which you have 
held ever been suspended or cevoked? 


Have you ever been prohibited, temporanty or otherwise, from engaging in the 
securities, commodities, of any arber business or profession, oc from dealing u any 
particular security of commodity? 

Have you ever been associated with any orgnization which, or 4 principal of 
which, to your knowledge has been prohibiced from engaging in any business o¢ 
a. or from dealing in any parucular secunty of commodity, o¢ whose 
i franchise, permit, cermficace of regutration res, aired to engage in any busi- 
nees o¢ profession has been denied, suspended or revoked? 


Have you ever been arrested for, or formally charged with, wne violation of any 
qiminal lav (ocher than minor trafic violations) or have you ever been accused 
before a court-martial? : 

) ‘Are you now of have you ever beensinvolved as a party in any other proceeding 


f P i Yes 
ony ah aa tnbuna', an adminustrative agency, Of other reguta _see below 

20. Have any jedgments, liens, attachments or other encumbrances ever been taken or 

fled against you? 
21.” Have you, or any organization arith which you have been assocated, ever failed in 

busness, made a compromue with or an amsignament for the benedit of creditors, taken 

sdvantage of any Exemption Law, or been 2 party to any voluntary or involumary N 

bankrupecy or insolvency proceeding? abcd cellule 
fF YOUR ANSWER TO ANY OF QUESTIONS 12-21 IS “YES", PLEASE GIVE FULL DETAILS 
(Actach separate signed sheet if necessary) : 


Queena No. : : 
12 {b) ime, #% i ; 4 i 5 
‘ll. teens te 
ang w%iph E. Carpenter, Jr., New York, for damages 


4 4 r 3 


2 istri 


| cause No. 65 Civil. 944 


d 


ope a aE I TT EA CEE CTE I 


t 
| 
i 
> 
| 
t 
| 


¥ “ She NE 6 o- amge seg: mt F 
ee lie OE SF ND a tye ORO Tt Not GA AE FTO, EB ESS Mi Rl AE rR AER ee SAI 8 pee eon 
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8. Educational Institutions; 


> Name and Addrass Day or Graduate 
XE. Mo. Yr. Evenin (Yes or No Decree 
eM ing (Yes or No) Degree 


7/1919 6/1921 Alki Grade Schcol Day No 
Seattle, Washington 


6/1922 Peshastin Grade School 
Peshastin, Washiigton 


6/1925 John B. Ailen Geade School 
Seattle, Washington 


6/1926 Waitman Grade School 
Wanatchee, Washington 


41926 6/1927 vann B. Allen Grade Schcul f Eighth grade 
Ssattle, Washington diploma 


/1927 3/1929 Ballard High School 
Seattle, Washington 


6/1931 Wanatchee High School High schcol 
Wenatchee, Washington diploma 


6/1939 University of Washington B.A. 1936 
Seattle, Washington Juris Doctor, 
19395 


trom To 
MG. Yr. Mo. YE. 


3/1931 1/1932 


9/1339 (20/1940 


10/2940 79/1944 


9/1944 - 6/1946 


3/1946 11/1948 
oe 


1/1948 “4/1963 


is63 “1/1966 


1966 1/1969 


/1969” Present 


feet ee UNIO 8 ear me Mate hah Peers: WS Ps em tEre: Smee otras ete ean 


' 


© , 5) 


9. Business History: 


Name and Address Nature of 
Business 
Pacific Fruit & Produce Co. Pruit 
Wenatchee, Washington Warehouse 
Crollard & O'Connor Attorneys 


Seattle First Nat'l Bank 
Bldg., Wenatchee, Wn. 


U.S. Dept. of Justice Investiga- 
Federal Burean of Investi- tive 
gation, Wasnington, D.C. 


U. S. Navy Military 


Position 
Held 


Warehouse 
employee 


Attorney 


Special 
Agent 
P.B.T. 


Lt. J.G. 
sc(s) 


Serial # 425638 
Discharge-Certifi- 
cate of Satisfactory 


Service 
Chelan County 
Wenatchee, Washington Legal 
Shiner & Arneil Attorneys 
Savings & Loan Bldg. 
Wenatchee, Washington 
Shiner, Davis & Arneil Attorneys 
Deneen Building 
Wenatchee, Washington 
Davis, Arneil & Dorsey Attorneys 


game address 


Davis, 
Kight 
Same address 


Arneil, Dorsey & Attorneys 


Deputy 


Prosecuting 


OOS RN aE IR fy pers GE re 


Reason for 
Terminating 
Connection 


Attend 
college 


Appointment 
P.B.I. 


Commenced 
J.S.N. 


Release 


Enter 
private 


Attorney and law 


Prosecuting 


Attorney 


Partner 


Partner 


Partner 


Partner 


practice 


New 
partnership 


New 
pactnership 


New 
partnership 


New 
partnership 


= 


Se Das ON OP Se NE IM Pape PRL OE ee EP Stes ty SRS a SE 


oO 


10 (a) Business Organizations: 


Name and Address Type of 


Business 


Date connec- 
tion was 


ee Ee 8 TR Ry SAN em cnet | AM mnt oF 


o 


Position Time 


held 


Compensaticn 


established 


_anoememeninzemaneeranemtnate tam tenet reeset manage at Neri ee 


Davis. Arneil, Dorsey Law firm 
& Kight 

60S Doneer Bldg. 

Wenatchee, Nashington 


General Telephone of 
Northwest 
Everett, Washington 


Telephone 
business 


Mar. 


Orendo Orchards, Inc. 
~.0O. Box 1706 
Wenatchee, Washington 


Orchard 
ownership 


May, 


* Compensstion as dicector 


One-half of earnings distributed, 


approx. 


Orchare Feb. 


ownership 


Highland Orchards, Inc. 
P.O. Box 1706 


Wenatchee, Washington 


* Compensation as director 


Jan. 1969 


1962 


1965 


Partner 80% Approx. 


$50,000 .00 


Bi- 
monthly 
meetings 


Director $1,200.00 


Director & 
one-half 
owner 


10% 


$1,500.00 annually 


20,000.00 annually 
Director & 10% 
one-half 

owner & secretacy 


$ 1,500.00 annually 


One-half of earnings of corporation, 


approx. 


6€,000.00 annually 


Transactions with Brokerace Houses: 


Walston & Co. 
Harris Upham & Co. 
Poster & Marshall 
£. F. Hutton & Co. 
Reynolds & Co. 
Blair & Co. 


Seattle, Washington 
Seattle, Washington 
Seattle, Washington 
New York, N.Y. 
New York, N.Y. 
New York, N.Y. 


AS ate mame a eae: om ae Megat an 


(Copy Receipt) (Clerk's Oate Stamp) 


_ eee 


Superior Court of Washington for -.-.---SSM8_..--.--------------- County 


CI 


wwecvoowwos wowseeorescesrrs soe — 


whose name !s subscribed to the certificate attached to and ma 
was on tha.._10_--cay of __._Aatth 


signed the same, 2 duly-apposncad and qualified.-...----~ notary. public 

in and for said County and State and authorized by law to adminis‘er oaths and take acknowledg- 
ments therein. That f am acquainted with his signature and hand writing and verily believe that 
the signature subscribed to said certificate is his signature. And that said certificate is made and 
executed according to the laws of the State of Washington. 


IN TESTIMONY WHEREOF, I have hereunto set my hand and affixed the Seal of said Court 


tis. 3. day of... aprty 


Clerk. 


— 4 ie r 
Hb bats m Z ey ’ : na 
By LL LALLA AL. Pon GE 


ufiwoesises Sn ocowape tae sees SSeee 


Deputy 
yume tans to euascatent sociast eqnvemind aieveuen, eeeem gunrneey is imeut~d 
wesminauen Loves Dinas Co \Cortaficere of Ortiains Charsmer’ Porm me. 1445? 


; M4 ao ee 


Wrat will be your specific activities (if any) wich the member organization? 
, me 


mecca eat CLE CCE A CLL LLY OLED LCC L ALLL AL LR, 


_-_ Igne ee, as 


Other than as shown in Scatemenc 10, do you intend co devace your time exclusively co the business of the 


membor ocganization? (Answer ‘Yes’ of ''No’’.) ie a 


Foe purposes of determining examination requirements in connection with ont New York Seock Exchange 
National Association of Secucisies Dealers, Inc. examinations, piease adicace whether or not you have 
ever been registered with the National Association of Securities Dealers, inc.? (Answer ‘Yes’ of “No''.) 


|. ed 


| RECOGNIZE THAT THE STATEMENTS HEREIN (AND WN EVERY SUPPLEMENTARY SHEET ATTACHED 
HERETO) TILL SE VIRIFIED BY INVESTIGATION, AND HEREBY DECLARE THAT THEY ARE TRUE. 
COMPLETE AND ACCURATE. 


*in consideration of the approval Ly the Board of Governors of av firm's application (~ me to become 2A 
allied member of the New Yori Stock Exchange and a general partner or holder of voting stuck, | hereby 2gree 
thas unless the Exchange waives as required basic allied member examination { will, within cheee months tai- 

“owing (1) ome vear after becoming an allied member withow Saving passed such basic examination ur (11) my 
failuce to pass suca basic examsnation afer nar more than hve atrempts, whichever occurs fires, retire as 4 
general psrener of. ue dispose of ali of my voting scock in my member organieztion.° 


*! further state that | have cead the Conscitution and Rules of the Board of Governors of the New York Stock 
Exchange an! | nereby mute application co become 2a allied member of the Fachange.* | hereby pledge my- 
self to abide ow the Constuusion and Rules of the Soare of Guvernors of the New York Sock Exchange as the 
sume have been of shall ba from time to time amended, and by all rules and regulations udopted pursuant to ihe 
Constitution, this p -dge to secome effective in the event of, iP 2 ihe approwal of then apeii- 
Cation. 


*The language enclosed in asterisits applies only te proposed lhied/me mbers, 


) 


Dae April 15,1969 __ an al 


(Matacae ¢ Seti ant 
Sate of _ Wa. i . 
Ss.: 
Couny of Chelan 


On the Sth day of Aoril... ace yen 10 89 


before me persanaily came JAMES ARNETL ta me known 

ami known tu me to he the person described in aed whe gaccuted the loregauig (mesrumeer sl he 

duly acknowledged to me (hit he executed the TM) 
| 


~ TX} 
N AS “io Vi pl 


potary DOBITS 1A ahd Bos thestsesce 
agnanaton, residing at Woyatcnce 
NOTE. If executed outrsuie of New Youk Stare. ait ch Cepiticate of County (Terk ot nner anpecnerate vii ia? 


an ta the authwasty of the Notary Public on chet official Cab eg (Me acknowle dpomnt. 


NEW YORK STOCK EXCHANGE 


Financial Supplement to Application of 
Anny 39 


» Dated 
Coacernisg the Member Corporation, 


ae “ eae 
1. My net worth (including equities in real estate, securities and ocher property) is ia excess of $_/.— So OMS, 


STRIKE OUT INAPPLICABLE WORDS IN BRACKETS. A STATEMENT 
ANSWERED “WILL NOT” REQUIRES NO FURTHER ANSWER. 


LT fewvie] {will ear] ve a directoe of the corporatica. 
3. I [wet] (will oot] be a0 officer of <h< corporation. (Seate office co be heid, sf any): —__ 
A 3 4 o20 i 

4. 1 {will} (msilt-one| own -3.)_2/__ shares of voxing stock sepresenting 9-/ 6° % of the voting stock of the 

corporation for waich I will pay S/i-3 4. representiny [par] [book] (agreed) value. 

$> I [will] [willeas| own —L1_ shares of noa-voting stacks representing “-1/ 4% of the non-voting stock 

of the corporacion for which I will pay $22 YC representing (pae} [book] (agesed] value. 

6. T feud twill aoe] own ( debencares bearing —....-.% ineerest for which [ will pay $__.__} 

{___—m— participating debencures for which I will pay $_ i 
2. I [will] fwidiewoe] make subordinated loan eo che corporation of $_/ FO, 204% = ia (cash] 
(market velus of securities}, for which 1 will receive incevese ac the tate of Bis eS The subordinaced 
8. 1 (wili] [will aoc] sebordiasee my claim to the equity ia mp account with the corporation, captioned 
which has a (devi) (credit] bslance of $ . .__ 
and long securities wizh a market valuc of $___. As compensatica therefor, | will receive incerest 
sc the race of % The subordinatica of my claim will expire 

9. (a) The corporacion {wilh} [will aoc] pay me a salary of $____.._. per cera 

(b) The corporstica (witt] [will noc] guarascre me compensacion OE Soren YOU, WO talery 
and/or participatioa ia corporace profics. 

10. (a) L have noe borrowed, nor will I borrow, and no one other thse myself has any interest in, any of the 
cash or yecericies used co purchase the corporacion’s stock or debencures, loaned to the corporacion, or 
incleded is ‘ey suberdinaced account with the corporation (ss the case may be) {EXCEPT aS 
FOLLO'*'8\: 


Yo Ex CepTien Ss 


‘ 


(b) I have noc given, nor will I give without the prior approval of the Exchange, any noes, obligation, 
acknowledgment, sési gament or other agreement with respect to the stock or debentures co be purchased. 
the property to be loaned, or che property included ia my subordinated account (2s the case may be); 
aor wich respect to any inserest of compensation which | will receive from the corporation (EXCEPT AS 
FOLLOWS): 


Yo EX Cépltarts 


(e) (FOR PROPOSED ALLIED MEMBERS ONLY) | have a0 other loans or borrowiags reportable under 
- Rule 420 of the Board of Governors (EXCEPT AS FOLLOWS]: 


re Sacer le mg et ET By eg ow PEpGuhaes TT PIG AO OW A Ene MR EE met TOOT RE seen cays ga 


5"! YORK STOCK EXCHASGE 


ALLIED MEMBER OR NON-MEMBER APPLICATION 
(LONG Fi RM) 


INSTRUCTIONS 
Prema ef (ype emewers 2 Aaswer off quesuans (sisse “Nune” if spproprisse). 
Amoet quan, jaily, smacteng pares wenrd shee oe levers ol eaplensinm, / aecersary. 
File twe supers with Uthce uf che Secretary. 
Ales ble vou copes of Finamui Suppiem . (Furm AD-2A of Al} 28). 
Reker 179-3 send 172d — ay amemied — under the Secursios Exchange Av. of 1954, requice 
retemcne vel a compe od this seplisinen By the Member Orgomsa sina, 


Atuenuion of appiicancs is drawn ta the folloenng prowwions of Article XIV of the Corscicution of the 


Sex 2. Wheeerver the Gueed uf Corerners. by che athemanve euse of s manny uf the Governom then in offer, shell 
ainnder that 4 meme: pret cu hes appicsmn fun memantine, ut en sili member prune ns che epprrrai of hum 23 3 portnet 
19 4 ember fem ut 4s a wakindder ia 4 member worpurenun, hed been ewity of 4 fraadvicnt ve dehuerm mt aad thas the 
tam std cnuancmes themed evry sot denied to the FEschanag va hee appiscaten jue mrmbersiep, or on the appl. atun 
eet appeal, ot che vaee may be. wh member ce silod ures veld be expetied. 


Se 5S A member ue siled member whe shall be adivderd eusicy, by the athrmanve vue ui a marry ul the Cus- 
ct then i otine ot msk.og 2 aunetsertems vow a maerrisl pune cy the Sos! uf Guvernen we mw a vumentiee sethorued 
therepe we the Busnes ut Derrreurs of Sect Clearing Curpursinun oc of meting un bet application het memaernip, of on 
thy s9Nateen bee sppeural id em on 2 Petter if a member tem of 45 5 wank hider 1 8 cermin werporetnm, «¢ moerrel 
movesernent ne the Exhenge may be agreed ut caprtied as the Brurd may deserrmas 


By Gling this application, an applicant for approval as a limited partner, holder of non-voung sock, holder 
of debcaturcs, or in any other non-member status requinng approval by the Board of Covernors, agrees that 
approval may be deed or, if granted, mav be muperied or entinirawn hy the Paehange at any ame 


Application for approval by the Board of Gowernors 
VERNON A. STOCKWELL 


ae 
(Gove enema 20 ciumhs 82 DREWwe mm Ke heags Gurr a coe ) 


(0 an allied” member of the New York Sock Ex- (an allied member of the New York Stock Ez: 
< and a holder of young sock chang? and a general partner 


holder of nan-voting sock ©) 2 timieed partner 
©) 2 holder of debentures oO 


of the member organization, 
ta be effective 


Address 3¢ which applicant will make his oGee L101 Cedar Street, Wenatchee, Washington 
FBHOL 


| mebene the followmg true, complete end eccurate matement of my persone! and bumncss huiery: 
1 Pull name v 7 pee’ Teen 
2 Home sddren _. 1O1 Cedar Street, Wenatchee 
3 


i Piece wi Geothy | Stommt Whey Veer of Queen, 


natwe born crizen of the Unued Seacen 
220 URIS. 


ties 
l 


ot poerod en 


1 2 Romeo eed 540, wetted (min ee of Retereme em 4 |) 8 pee © Clemo Btw of bereh of Aan om paren 
eee ot ame ot Ree um 4 NanENGm vimmenEs MDNR tems od cameemem of 4 ence ud lemeng sumemeny, sete ped of rmry ue 
inane Seeers + 


EMM K Hale 
su mcr | wifes maulen arme C2258 E. Weasea 


re eer nem enemas ometanmanncneamaannencmenstiteanse ARR 


6 Father's mame and, if living, hw address — Herbert £. Stockwell, wen 


? 1 am or have been a wember of the following clubs, saneties or fraternal organizations: H 


Give MBE Ba Ra TOS 2 


creer eA LE A n t 
Washington State Horticultural Association Yakima, Washington 


& [have astended the following educational institutions: (start unth elementary scheols) 


oo Yr Name and Addrems of Institution Day or Evening, , Graduate 


(Yes or No) 
| Gaines School, Entiat Vaile 


No 


SUBSTANTIAITY ALL TIMR MUST RE ACCOUNTED FOR WHEN ANSWERING STATEMENTS @ aNT) 9. 
GIVE RSSIDENCE ADORESS FOR SUCH TIMES AS YOU WERE NEITHER ATTENOING SCHOOL NOR 


ENGAGED IN BUSINESS. 
°° ASR Re RREGOP RUSE OER ASBASARE EE 


9. The following is a complete, corsecutive statement of my business history unce leaving school 
(For service wth the armed forces, give dates, branch af service, rank or rate, rdentuScation 
type of ducharge). 
Reason for 


Name of Business and Address Nature of om | 
(Street, City and State) Susiness | Position Held — 


en 


SBE ATTACHED 


ALL BUSINESS CONNECTIONS NOT SIIOWN IN STATEMENT 9 MUST 88 
oN SHOWN IN ANSWCR TO ST...TUMENT | 


9. Business Histocy: 


Reason for 
From To Name and Address Nature of Position Terminating 


Mo, Yr. Mo. Yr. Business Held Connection 


71935 /1938—=s¢. ‘A. Harris & Son Lumbering Mill Other 
Acdenvoir, Washington employee employment 


2/1939 3/1940 Montgomery-Ward & Co. Business Salesman Promotion 
Wenatchee, Washington retailing 


3/1940 3/1942 Montgomery-Ward & Co. Business Department To enter 
LaGrande, Oregon retailing head defense work 


6/1942 4/1943 Seattle-Tacoma Ship~ Navy ship Welder Other 
building Corporation construc- emp) oyment 
Seattle, Washiagtss tion % 


4/1943 2/1945 Todd Shipyards, Inc. Ship Welder .Became self- 
Seattle, Washington repaic employed 


4/1954 Self-employed Orchard Qwner & Sold orchard 
Wenatchee, Washington owner- Manager 
ship 


4/1954 Present Orondo Orchards, Inc. Orchard Owner & Not terminated 
P.O. Box 1706 owner=- Manager 
Wenatchee, Wn. 98801 ship 


$/1955 Columbia River Orchards, General Sold stock 
Inc., P.O. Box 1706 Orchard Manager interest 
Wenatchee, Washington ownership 


3/1965 Present Highland Crchards, Inc. General Not terminated 
P.O. Box 1706 Orchard Manager 
Wenatchee, Washington ownership 
98801 


siness oraanizations: 


Bu 


10 (8) 


Name and Address type of 


Business 


oor 


orchard 
owner- 
ship 


Orondo Orchards, 

Pp.0. Box 1706 

wenatchee. Washington 
98801 


Inc. 


pate connec Position 
tion was 


establisnsd 


Time Compensation 


1954 President, Sub= 


stantially 


May, 


be Compensation as general manager and director, 


approximately 


One-half of earnings distributed, approx. 


Inc. 

orcnacd 
owner- 
ship 


BRighland orcharcss, 

P.O. BOX 1706 

Wenatchee, Washington 
9e8ol 


$1$ ,000 .90 annually 
20,000.09 annually 


Sub- 
stantially 


50% 


1965 President, 
general 
manager & 
one=half 


owner 


May, 


* Compensation as generas manager and directcr. 


approximately 
One-half of earnings of 
approximately 


Washington-Oregon 
Canning Pear 
Association, 
Holtzinger Bldg. 
Yakima, washington 


$15,000.00 annually 


corporation, 


60,000 .00 annually 


Director Meetings 
on call, 
approx. 


bi-monthly 


Expense 


11 (a) transactions with Brokerage Hou ses: 


g. F. Hu 
Reynolds & co. 
Blair & CO- 


as scesnge 100 OH 


awuxistee’ 
7 


snseew af appt 


fad Llawe wins eves Leen Greece, say emied on cite wine Jems; 
4. J ¥ my 


Seattle, washington 
Seattle, Washington 
Seattle, washington 
Mew York. W.Y¥. 
Maw YOLK. N.Y. 
New York, N.Y. 


x 


| ee _ ab 


No 


cams ee FN TNE 


lw ‘ 
meiniersinp in such an etchamne 


chee d by the Seater 


am at present 3 propretor, partner, director, officer, controlling sockholler, employee, or member of the 


type of busaree, Gate conserime one ariatitenad, 


(¢) I was formerly a proprietor, partner, director, officer, employes, or momber of ie following busines 
OPW La NS | (Give deseo of ronsevtwea, iyge ~f bunessa oddirves sed prestun ho'd.) 
Washington 
May, 1955-May, 1957; orchard ownership; position, general manager 


and director 


11. (2) T have, of have had during the past ten years, transactions with the following brokerage houses, ether 


im my own name of in another uyle: Gre mddeeeson, Slate oye wend for irasenstions act ceaduried la owe same) 


ee 


(&) | have, or have had dung the past ten years, xtounts oF othe: deahag: {including luams pranted of 
Jened) with the followme banks or other financial organizations. cuher ia my fea fame ae in ve hee 
yl: hme aiderwes Sate cele wad ie aeemete = heme ae cares = we some! 


Seattle-First National Bank, Wenatchee Valley Branch, Wenatchee, Wn. 


National Sank af Commerce, Columbia Valley Sranch, Wenatchee, “in. 
hee Federal Savings and Loan Association, Wenatchee, Wn. 


[ ANSWER “YES OR “NO” TO QUESTIONS 12 THROUGH 21. 


a Have you ever used or been known by any nsme or style other than as shown in 
Seacemeras | and 11 above? 


(a) Have you ever been cefused a bond by a surety company? 


(b) Has any surety company paid out any funds on your coverage or cancelled your 
coverage? 


. Have your services ever been terminated by any empleyer? 


. In your previous business connections or employment in any capacity, has any trane 
action under your attention ever been the subyect of a legal proceeding or a written 
complaint? 


» (a) Have you ever been a member, or amociated as a principal with a member, of any 
securicies or commodity exchange? 
(b) Have you ever heen a member, or sssaciated as a principal wich a member, of the 


National Association of Securties Dealers, Inc, or any other association of secur- 
Mey oF commodity brokers, dealers. investment bankers ow invesement advrnrs” 


(c) Has any application fue your approval by such an exchanme or smGciaiicn, 33 2 
member or otherwwe, ever becn denied of withdrawn? 


Have you ever been associzied! (18 3 prinerpal, employee or otherwise) wih any 
organization wiuch, or 3 prusipal af which, to your knowicdge was refined 
membership or withdrew an applnatinn for memiersiup in such an eWhunge 06 
aganeratus? 


(a) Have you ever been cepelted, suspended ae oth erwve Jecipliwd ly the Sars 
send Kachange Cassa oe have pram actemit s ewer heeers the eehgect od om te 
vestigatun by the Cumemussoun? 


(b) Have you ever heen expeited, suspended, ned ceneured of ctherwie diaciplined 


x 


er i (aig, gt oe 90 ai Rnahsneaectege asa Weal atl Seachem Sob 
. (a) prs: you ever been expelled, suspended or ctherwrse disciplined by the Securities 
and Exchange Commusion or have yuur activiues ewr teen the subpet of an is 

vastigation by the Comemisson? 


(bo) Have you ever been expelled, suspended, Sned. censured of otherwise disciplined 
by 8 securisien exciiange, commodity ex hangs, the * ational Association of Secur- 
ties Dealers, Inc, or any other association of security or commodity brokers, 
dealers, investment bankers of investment advisors? 


(¢) Mave your activities ever !ren the subject of an investigation by such an exchange 
e¢ amonation, or by or on behalf of any State securities comumianon? 


(@) Have you ever been associsted (as 2 principal, employee or otherwise) with anv 
Ln athe 
id or otherwise disciplined an exchange associa! 
and Pxchange Commission? sid eee ' 


(2) Have you ever been denied a license, franchise, permit, certifcate or registranon 
required to engage in the securities, commodities, of any other business or profession? 


OF ils ate ee Ree, Retin, pernls. semitane ar sogueresion which have 
ever been suspended or revoked? gy 


(c) Have you ever bsen prohibieed, temporanly or otherense, from engaging in the 
SS: IS Ot ake Sahat Vain oe prataion, or (hams dealing i say 
particular security or 


(d) Have you ever been associated wish any 
which, 


. fa) on a ene or formally charged with, the violation of aay 
criminal law (other than minor trafSc weiations) or hawe you ever been accused 
before a court-martial? 


@) Ase you now or have you ever been involved as & party in anv o.her p-oreeding 
before a court, aa arburatinn tribunal, an admimrererive agency, or cther regula: 
tory body? 

= a ee ee ae Se ee oe 

filed against you? 

SF nese cg Spica mcrae igeanapad icnaney been amocated, ever faded in 

a compromise enth or an asugnment for the benefit of creditors, ken 
ad bee oe tase oe 
bankrupecy or insolvency proceeding? 


[ YOUR ANSWER TO ANY OP QUESTIONS 12-21 I$ “YES", PLEASE GIVE FULL DETAILS 
(Astach separate signed sheet if necessary) : 


Pat pen ig 3 ion against Reynolds § 9 
and Ralph £. Carpenter, Jr., New York, for damages 
in connection with stock transactions in 1963, 

Ae | Dis 2 ©, 20 h t Divi ion New York 
Cause No. 65 Civil, 945 


fee er ews ee ee ee Te ee Tad 


© 


. (Copy Receipt) (Clerk's Date $°2 2% 


Superior Court of Washington for 


by virtue of the laws of the State of Washington ex-of 
Ren, Bane ee ee which Court 


having common law furisdiction; de hereby certify that ooo ---- - ROVid_ LL. Ratsey 


woo ome we cece cn soescose ce 


woos Taina Ww cabeacibed to the certificate attached to end made a part of the annexed instrument, 
was on the..,i__...day of...........Astil...-..---.------- --, 19-69.., the date on which he 
signed the same, a duly ARRelated..and qualified. 
in and for said County and Stgte and authorized by law 
ments therein. That [ am ecquainted with his signature and hand pore and verily believe that 
the signature subscribed to said certificate is his signature. And that said certificate is made and 
executed according to the laws of the State of Washington. 

IN TESTIMONY WHEREOF, I have hereunto set my hand and affixed the Seal of said Court 


this. ...14.___. day of-....--.----bpSLL....--------------- 22s 19-A9-. 


wncne - SURTFA £. 808TH ..-..---- <acceenenes 
Clerk. 


py LL LOS AEE ERNE Se 


- Deputy. 
Aoril 15. 19€9 - aiid as Llc a 


. Whac will be vour specific activities (if any) wich the member organization? 


————— 


i 


_ Other than as shown 1a Seatemem 10, do you intend to devote yout time exclusively to the business of the 
member ceganization? (Answer “Yes"’ or Ne) 


Fue purposes of determining examination requirements in Connection with joint New York Scock Exchange 
@Natiunsl Associatiun of Securities Deslers. inc. exammations, please indicate whether or not you have 
ever been registered wah the National Association of Securmies Dealers. Inc.? (Answer ‘“Yes'' of “"Ne™.) 


No 


LT RECOGNIZE THAT VHE STATEMENTS HEREIN (AND W EVERY SUPPLEMENTARY SIEET ATTACHED 
HERETO) Q1LL BE VERIFIED BY INVESTIGATION, AND HEREBY DECLARE THAT THEY ARE TRUE, 
COMPLETE AND sCCURATE. 


le cunenticratisa of the epreaval by the Beard of Governus i ur (cm’s applicacion for me to become sn 
allied member of the New York Seock Exchange and 3 general partner oF noider of rucing stock, { hereby sgrre 
chat uniess the Exchange waives «8 reqyuwed basic allied member examination, | will, within drree months foi- 
fwwing (1) one veut aiter becomeng 30 allied member wichour having passed such bawic examination of (ii) ay 
fsilure tu pass such Hssic examination alter not mure thae three atcempes. whichevet occurs first, rete av 3 
general partner vi. oe dispa. of sll of my veting stock 1a @y member or ganization.* 


*} further stace that | hace read the Constitution and Rules of the Board of Governors of the New Yor“ Sevck 
Exchange amd | hereby make application to become 28 allied member of the Exchange * Lhereby pledge @¥- 
self co abwe & the Constitution and Rules of the Board of Governors of the New York Stocks Exchange 39 the 
same have bees of shall be from time (eo time amended. and by ail ruies aad regulations adomed pursuant (0 the 
Ceastitution. this pledge to become effective in the event of, and forthwith wpes, the approwal of chs appii- 
catia. 


*The language enciosed in asrerisks applies oaly to proposed allied members. 


sate of Aashington e 
Bs. 
County of ~Shela' 


On the _}5th day él is $2 


before me personally came te me knows, 
ami knoen to me (0 be the person dexcrided in and whe executed the fawegomg inntrumeat, and he 


duly acknowledged te of that ne executed the same. J 
( AY Q ‘0 Vin 
A aa jth 
u ara? ees 


bh is -79 Rt ~ cree 
ef Washington, cesiding 4t Wenatclhice 


NUTE. If exceated owtsaie of New York State, attach (. > ficate af County Clerk an other appropenite of lee wal 
22 to the authority uf the Notary Public of other ov. .+ ai takung the acknowledgment. 


NEW YORK STOCK EXCHANGE 


Financial Supplement to Application of 


Yis4 42 
_VERIGH. As. STOCKWELL Dated ... SeOek 27).1989...., 
Coacerning the Member Corporation, 


= Cad 
. My set worth (including eqaities in real estate, securities and ocher prope: :y) is in excess of $/,°S8, 2E 


STRIKZ OUT INAPPLICABLE WORDS IN BRACKETS. A STATEMENT 
ANSWERED “WILL NOT” REQUIRES NO FURTHER ANSWER. 


1 40Rt} [will oat] be a director of the corporation. 
. I Jevffl] [will aoc] be aa onicer of the corporations. (Scace office to be held, if any): 
: Mew 

. I {will} {will-eor] owe 2 22 shares of voung scock represencing © -/ 66% of the vouing scoc'c of the 
corporation for which I will pay TRESS representing {pas} (book} (agreed) value. 

. I will] [witt-escj own —/.3_ shares of nce-voting stock representing = ita% of the non-voting senck 
of the copes 7m for which I will pay 2 ee represenciag [par] (book) (agreed) value. 
I {watPl {will sot] own (______. debencures bearing —__.% iesrrest for which I will pay $_. J 
{-——_—_—_. participating debencures for which ! oill pay $_______}. 

. 1 [will] [ocieERe} make 2 vebordinsced ican to the corporacion of S/S) OCC) ____ in (exh) 
(market value of securities), for which I will receive incerest at the rate of 3% The subgrdinaced 
loca will expire 

. | [wrth] [will coc] scbordinace my claim to the equity is my sccowne with the corporacion, capuoned 

which has a (debic} (credic] belsace of $ — 
aad loug securities wich ¢ market value of $m. As compensatice therefor, ! will receive interest 
at the rate of %, The sebordiastica of my cdaim will expire — —__. 

. (a) The corporation [witt] {will act] pay me a salary of $s per 
(b) The corporation [gciib] [will soc] guarantee me compensation of $______._ a year, in salary 

and/or participation in corporase profes. 

10. (s) | have soe borrowed, sor will I borrow, and 20 one ocher than myself as any interest in, any of the 
cash of securities used co purchase the corporation's stock or debentures, loaned to the corporation, or 
iecivded in my subordinated account with the corporation (as the case may be) (EXCEPT AS 
FOLLOWS): 


o — Hi_tyutt= Sin eee lee 


ie a a eae n= cat 


: 


(b) I have noe given, ace will | give without the prioe approval of the Exchange, any a. *, obligation, 
acknowledgment, assignment or other agreement with respect to the stack or debentures to be purchased. 
the property co be losned, o the property included ia my subordinated account (as the case may be); 
aoe with respect to aay interest or compensation which | will receive from the corporation (EXCEPT AS 
FOLLOWS): 

A 


ae 


(c) (POR PROPOSED ALLIED MEb.3SERS ONLY) I have so other loans or borrowings reportable under 
Rule 420 of the Board of Governors (EXCEPT AS FOLLOWS]: 


(The cpase sbewe may be used for the fuller expiagouen of sey Scasemeet 2 the Seppiemenc. ) 


’ 


Partnershins—Corperations (Continued) 


(Rulez and Policies A doninisterel by the 
Departmen: cf ccemser Frat.) 


€ 2313 Eubmissien ¢f Parsaerchip Artielss—Scbmission 
of Coracrate Ocsuments 


Rule 313." (a) All partnership articies and all amendments thereto shail be 
gubmitzed and Se sccepusie to the Exchange: pror to Secomung 

efective. ; 

(b) The charcer or cert te cf incarceration and all ox edeenrs “here 
to, the by-laws and ail amend therets. forms of stock cerinss 
and all agrsems: or otcer documents ard amencments shereto Lerress & 
member cornerasion anil any 9: its srocki.cliers or Letween Ary Of 152 i:6tK- 
boldess.of a member cerporsiion other Ucn agreements reisuing to 2feinacy 
securities and commoaizes transacuons * sii be susmicted to and b¢ acccpt~ 
ble to the Exchange ¢mor to becosuny esecut 


es © © Supgiementiry Staterish: 
Information Rezariizg Parmership Articles 

10 Submission of parmesskip toreements—Draiis of partnership s7.c:ea oF 

of chatzes in part.:: Sosttiuet gor csted to he entere4 ints in ccnetse 
tion with ‘hs formaten of 3 nem or the acmmission of anew pamner seosle De 
submited to the Depariment of pismber Firms ac [east one ‘reeks sm acvance 
of the dare on which palication will de aczed upon by the Ceard «f Gov- 
ernors. Draits of other $ to he mavie-in partmership articles snouid be 


; ba signe, photoszatic or coniormed cosy of all 
gartnershio 23 i anv amencmens asd suppiemenis ticreto, os 
executed, be Sied with tie 


See € 2312.19-231225 4er ercecdire 12 be folowes regarding 2 srova: of partners 
. ‘ f 


ond porinerssi7?2.) 
12 Partner's equites: coniinuing interest of deceased vartnet.—For suz- 
gested provisions of partnersnip arucies, see 7 2325.17, 2225.18. 
14 A-B-C agreements. —For suggested provisions of parmership articles, set 
{ 2301.3. 


16 Use and proceeds cause.—For required agreement «oO be included in 
Partnership Articies, see 7 231420. 

38 Sole be2zrd member erevisisa—For information concerning ste board 
member provisions, sce sect.ons Lija) and 13<b) of Arucle IN of the 

Constitztion [7 1413]. See, also, € 3314.23. 


Information Regar¢ing Slamber Corporations 
20 Submission by proposed member corperations of certifcare of inesro0ra- 
tion, by-laws end other corporate éscuments. — ing corm ocatons 
shall promety sabes ces td copies ((9 Vie exient sossivie) of the icrecung 
documents and co*pora:.ons to be formed small submit droits thertos. oF.9¢ to 


~ : ’ 


che time they Lecome efective, to we Department of Siember Firms Loa 
New Yoris frock Exchange Guide Rule 2id ¢ 2533.59 


3066 Rules of Eorrd—-Pacnershipe—Corparasons Weg 
qmame Admirisiered dp Detect meet W clemeet Firat Repert 3 


the formation of a corporation or when “A amendment to any of the fore- 
poing documents becemes esecrive. a duly certified coor of the certificate 
of incorporation an¢ by-lacrs shail be fied with the Department of iember 
Firms and signed, photostauc of conformed copies of the other documents 
shall be so filed. 


(See € 2312.10-2312.24 fer procedure to be followed regarding approvel of corpora 
* iens.) 


There shall also be submitted an evinion of coursel in form and sub- 

yaance satisinciory *o th: Exchance s:atinc, among other things. that the 

tion is duiy orzanized and exiscine and that its steck is va‘icly issued 

and outstanding aad that the restriczion: required by the Exchange on the 
transfer anc issuance of irs stock have been made iegaliy ehective. 


(See 22. below, fir restrictions on corporations not incorporated under laws of 
the Siete of New York.) 


21 Provisions concerning disposition of stock.—Each certificate of incorpe- 
__ ation of a siemder corpemacon snail contain provisions that the corpora: 
tion oF lie stuckbeiders. of Sock. shall have & ones mgt to purshsse, ata price 
at which it is aresosti to be scid of at 3 stipulated or determinavie price, 
the stock of any stockholder who: 
(1) Proposes fo sel or dispose of any of his stock, or dies, or 
(2) has viclated any agreement made by him with his member 
corporation of with the Exchange, or nas been suspended or expeiled 
from tie Exchange. 
Where the sizte of incerporstion ‘# uawi 
FAation, which coats: urckase onion cle 
viginted avy agrtement mode ov han with 
the Exchange. the Exchanzs will accept in liew thereof 


signed by cach stockhvlecr in the member corporation. 
Each sock certifics:s: of 2 member cerperation shall carry on its face 


a statemen: of suc provis:cns or 2 full summary thereol. 
22 Resczictions cx corperations.—Corperations not organized under the laws 
of the S*zte of New Vert: shail efectively subiect themeeives to the 
following sestect ts and che opimer of counsel submitted 19 che Exchsaze 
at the times tie corporat “ies fur approval asa member corenrsien shail 
tse exteas tos the following restrictions have heen made 


us datnbaien is st tease equal to the eggregais of 


ies, including capitat. 


of stestiboldssseTa the cc7e vf existing cecnerstions malting t- 

nom 9 Lecame mencer ceraerarces. Ve ist of avkhewders, 
Giving the canes, cress ard the aon : each ¢iase af cocks he'd, 
shall be sulemused to the Department of } Seng, and in ie case of 
Cheperations pro usd ty ve organ simile, 


€ 2315.21 KR: ie 333 © 1957, Comoverce Cler tint Hause, Ine, 


Rees of Beat Pare aihipe—Corresaoes 3037 


emo A daseisen4 b7 Carerrmect of Member wou 


248 

Bagert 144 

respect ‘9 the persons who will be the stockholders when the corporacion 

is organise j 

{See {2212.10-Si224 fer precezure $2 be folowed reqarciny af prsz= of tatke 

hawers.) 

24 Agrremert with th: = Every stockhelier ofa merit carpets: 
tien mast saree "7: tixskesse ke comme == 

tinues a5 a member co 3.2¢ 

of the Exchange. trsat ., 

to be created. any iien. “Cos the corpomas 

tion. Each srocie eor:# ‘ ser carts? a its iacs 

a statemess of 200A 2,72 scat oF 


The member corperation and all its stockh 
Exchange tho: 'f cny of the votre s10ce in such corporaon § 
time be scquired. heid oF owned oy 3 person other than 3 mem 
member in g70¢ stanc.*7. OF SAY CE ity aaaewOTRZ MCC show's 
be held by a person nt arcroved ov tre Excnangze, excestind mm et 
estate of 2 Cez2ased st0¢.: cider fer rca cemoc 3s may oe ailowed sv the 
change. or ii any stue x. .S.5 $s srid agrzement. the corpore:c3 
may o<¢ ceprived by the Exchange of ail rhe privileges Of a member comgorsaea. 


€ 2314 + Fixed Interest in Susiness of Partner 


Rule 314. Every member and allied memser in a member organization mast 
have a fixed incerest in its enure business. 


oe © © Supsiementsry fraterials 


10 Profss of partnerszip.—il z lim:ted partner is to receive 3 sare in 
aoe profits of the partnersn:a, it must be a percentage of the prod:s of Ge 
entire partnership. 


‘AL Interest of nersers ane = A mexbes— 

(1) Percenzsze interests ci general partners must de fixed in advence. 

(2) A portnss’s drawings 2g3itst bis interest in proats ms be acts 
discretion of she frm. 

(3) As between the sartners oF stockh iders. any member of allied 
member, other thon 2 sore Suchanze Memes. WHOSE member nip is 22t 
subject to 35 abe agreement. TSY te eucranzeed 2TuNs: loss Oy 78 
other partters cr #2754 odes. exetet that s3¥ quen Tazrasice May net 
apply to the minimem initial investment in member corporations requsrss 
by (5) delow. 

(See § 2301.35 for information concerning a-d-¢ azreements.) 

(4) Sslaries of the te0%5 of compensation of members 
members must be &xed ia advance. amoeristion to sn aiied 
based cn commisnens anc F tog enacted by the member 3° 
on Eecounts aeeredites 19 BUCA st: d memoer “ay inelude rec. 
the reguiar basis ior eomemsnicns 32d sroazs earned 07 secoun:4 
he has a persoral Snanera! interest. © to the extent t 
sions and proazs ut fse3 aceon tt? 
interest sitn.1 nore exceed JOs% at the te 
accounts acered:tsd tu such wind m ¢ computed om ct - 

($) Members. excstt theae “vhose interest 18 2 membetinid exes 
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NEW YORK STOCK EXCHANGE, IN Cc. 


Department of Member Firms 


ME 


November 9, i971 
Advisory Committee 


FROM: Deparement of Member Firms 


SUBJECT: Offerings of Securities by Member Organizations 


PROBLEM 
Should the Exchange require each member organization to 
furnish an opinion of counsel with each security offering for 


the purpose of raising capital under Rule 325? 


BACKGROUND AND DISCUSSION 

Public offerings of securities by issuers are, in 
general, subject to che registracion requirements of the Securities 
“Act of 1933 unless some specific exemption is provided by chac Act. 
Likewise, the so-called "bliesky" laws of many states require che 
registration of securities pricr to the offering and sale of such 
securities within that state. In some recent cases the purchasers 
of stock issued by former member corporations have asserted that 
the offer and sale of stock co them was in violation of applicable 
registration requirements of state blue sky laws and that, conse- 
quently, they may rescind the purchase and recover back che pur- 
chase price. The same potential claim would exise in an appropriate 


case under the Federal Securities Act of 1933. 


aed 
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In addition, the SEC has recently made clear that sub- 


ordinated accounts and other subordinated borrowings may themselves 
be deemed to be securities within the meaning of che Securities 
Act of 1933 and that consequently they may be properly subject to 
the registration requirements of that Act before they can be 
offered and sold. 

It has become incceasingly apparent to the Exchange 
im recent years that this situation poses a serious problem 
under Rule 325 of the Exchange, because it opens up the possi- 
bilicy that "net capital” obtained through issuance of securities 
in violation of an applicable federal or state securities law may, 
in fact, be recoverable by investors who exercise their right of 
rescissicn. Obviously, the proceeds of sale of securities which 
are subject to recovery by the purchasers of the securities should 
not be deemed to be good net capital under Rule 325. In fact, 
the Exchange has only recently completed amendments to its net 
capital rule which were designed in large part to enhance the 
permanence of member organization capital. 

It would be appropriate for che Exchange to complement ics 
recent amendments of capital rules by requring each member organiza- 
tion to furnish to the Exchange an opinion of counsel as to whether 
any offer to sell securities for the purpose of raising capital under 
Rule 325 needs to be registered under the 1933 Act of any "Blue Sky” 
laws of any state. Such a requirement would be helpful to member 
organizations raising capital as well as an importanc self-regulatory 


measure for che Exchange. 


The requiremen: could be effected by the addition of new 


language to Rule 313 under 4 new Paragrac’: (d) (Exhibit A) with 


the preset Paragraph (d) and subsequent paragraphs renumbered. 


RECOMMENDATION 
That the Advisory Committee recommend to the Board of 
Governors approval in principle, for discussion with the SEC staff 
and resubmission to a later meeting for final approval, of an amend- 
ment to Rule 313 to require member organizations to furnish an 
opinion of cou with each security offering for che purpose 


of raising capital under Rule 325. 


> 
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RULE 313(d) 


Whenever a member organization shall offer or 

sell any security, as defined under the Securities Act 

U of 1933, as amended, or tne General Rules and Regulations 
thereunder (the 1933 Act), or under the “blue sky” law 
or the regulations thereunder of any state in wnich it 
is proposed that the security oe offered, whicn security 
is issued by tne member organization for tne purpose of 
raising net capital under Rule 325 of tne soard of 

. Governors of the Exchange, the memoer organization must : 

Yurnisn the excnange witn an opinion of counsel in form 
and supstence satisfactory to the excnange as to whether 
or not the securities being offerea or sold need ce regis- 
tered under the 1933 Act and a survey of the type customarily 
prepared in respect of the underwriting of secusities, dut 
not an opinion, as to what action, if any, need be taken 
witn respect to such offer or sale under any applicable 
State "blue sky” law. If, in counsel's opinicn, the 


securities need not be registered under tne 1933 Act, 


his opinion snall state the exemption from the registra- 


tion requirements of the 1933 Act upon which he is rely- 


ing and the basis for such reliance. I[f tne securities 
are required to be registered under the 1933 Act counsel's 
opinion snall include, in addition to sucn otner state- 


ments as the zExcnange in any particular case may require, 
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a statement supdstantially to the effect that at the time 
the registration statement became effective, tne regis- 
tration statement and the prospectus (other than the 
financial statements contained tnerein) complied as to 
form in all material respects with the requirements of 
the 1933 Act (and with tne Trust Indenture Act of 1y39, 
as amended, if applicable) and nothing has come to 
counsel's attention that would lead counsel to believe 
that the registration statement at the time it became 
etfestive contained an untrue statement of a material 
fact or omitted to state a material fact required to be 
stated tnerein or necessary to make the statements therein 
not misleading or that the prospectus at tne time tne 
registration statement oecane effective or at the time 
of sale of the security contained an untrue statement 
of a material fact or omitted to state a material fact 
necessary in order to make the statements tnerein, in 
the lignt of the circumstances: under wnicn tney were 
made, not misleacing- 

Prior to consummation of the sale of the 
security, counsel shall furnish a statement to the 
Exchange a3 to the action taken in order to comply with 
the state “blue sky” law of any state in which tne 


security is offered or sold. 
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Without Limiting the generality of the foregoing, 
counsel, among other things, is expected to give appropriate 
consideration to (a) any other transactions pursuant to which 
the member organization has raised net capital in the past, or 
expects to do so in the future, (b) the disclosure of material 
information regarding the member organization to offerees of 
the security, and (c) the need for representation by the pur- 
chaser of the securities as to his intention to hold the secur- 


ities for investment. 


(Renumber following paragraphs) 
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NEW YORK STOCK EXCHANGE, INC. 


November 18, 1971 


Board of Governors 


Advisory Committee 


OFFERINGS OF SECURITIES BY MEMBER ORGANTZATIONS 


The Advisory Committee has congidered the staff menorandun 
dated November 9, 1971 and recommends to the Board of Governors 
approval in principle - for discussion with the SEC staff and re- 
submission at a future mgeting of the Board - of an amendment to 
Rule 313 to require member organizations to furnish an opinion of 
counsel with each security offering for the purpose of raising 


capital under Rule 325. 


“$Ttock EXCHANGE, INC. 
MEMORANDUM 
December 16, 1971 


TO: Board of Governors 


FROM: Department of Member Firms 


SUBJECT: OFFERINGS OF SECURITIES BY MEMBER ORGANIZATIONS 


On November 18, 1971 the Board of Covernors approved in 
principle - for discussion with the SEC staff - an amendment to Rule 
313 to require member organizations to furnish an opinion of counsel 
with each security offering for the purpose of raising capital under 


Rule 325. The proposed amendment was submitted to the SEC and they 


have made no comment. Accordingly, it would be in order for the 


Board to give final approval to the amendment. 


February 27, 


Schwabacher & Co. 
100 Montgomery Street 
San Francisco, California 94104 | 


Attention: Mr. Albert E. Sctwabacher 
Gent Lemen: 


Recent reports of ~he continuing differences in 


your records which appear to be of such anegnitude as to exceed 
your excess net capital is of great concern to us. Because 

of it we believe you have not been able to gain control of 

your records and consequently of supervision cf your registered 
representatives and customer accounts, particularly cash 
accounts. 


We were willing-to delay placing restrictions on 
your business when it appeared the” differences were being 
eliminated gradually. Now that it ic known the total size 
of short security differences far exceeds the amount shown 
in your weekly reports over the post many weeks, we feel 
that your firm aust take prompt steps to secure extra help to 
correct your vesknesses and to raduce your volume of business 
until record keeping 1s improved. Your independent public 
accountants should be called upon to help locate er‘sting 
differences and every available person on your staff should 

“give his full time to clearing up the problem. Methods of 
reducing business aight include discontinuing advertising 
and promoting, freezing the opening of new accounts, ceasing 
to trade for firm account, not participating in underwritings, 
and ££ necessary selling offices, terminating registered 
representatives, introducing part of your accounts om a disclosed 
basis to another member organization, etc. 


I would appraciate your completing arrangements by 
telephone with Mr. W. E. Jones for a personal meeting at the 
Exchange very soon to discuss steps which you are taking to 
improve this situation. Thought should be given to increasing 
your firm's net capital to a point: where it exceeds NYSE 
miniowm requirements by an amount aqual to at least the total 
short money differences and shor‘: sacurity differences marked 
to current market. 


vaantime, the Exchange will not approve any new 
Fegist., 4 tepresentatives for your firm and you are restricted 
from making any new commitments for underwritings or expansion 
of your business of any kind. 


Fel RU SERT Ne SOP 


Robert M. Bishop 
Vice President 


March 11, 1968 


Sechwabact.er & Co. 
100 Montgomery ccreet 


San Francisco, Calif..94108 = - ae 
Attention: Mr. Alberc E. Sehwedecher, Jr. rhs 


Date eee 
OATE 


Gentlemen: r . 


Pucing our meeting Last week, we ogreed thet ic is 
esserntia) fer vsove firn to keen tes business below anproar- 
{astei, 1569-17690 cransactions per day unt{l (@) your £irm is 
able to arintein ell of your required -recores in a cucrent ane 
eccurete tanner, snd (db) vow sce sdle to resolve mest of the 
ecrors ind differences which Scve ccvelepee in your cecercs of 
past Qusinesa. You ore prepartug a specifle vlon for sa liatting Ss 
your business which woule te put in effece Lf your average volume 
foc & weck axceeds that Fly:ce. Ia che evens thet you are noc 
able to cake substsnctal progress, furthermore, the 1700 maxioum 
{igure wauld be lowered. 


If chis objective is to be met, it seems Co us that all 
of your partners wust be inforned of che currene situstion and 
of your agreemenc with the Exchange so thac each partner in his 
own aren wey effectively coopevnte - echleving it. 


Wa ara aleo expecting a weitten descrincion of staps 
your firm hae taken and vill tale to improve ita operations 
capacity. 


Sincerely yours, 


/ QERT AA RICAD 
/s/ ROBERT 4: BIS J 

(WEJones : jmd) Rovere sl. bishop 
RMBishop: {ka Vice Presidenc 


4 
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Enclosure 


. 


June 27, 1968 


Schwabacher & Co. re : 26 coupe MG 

100. Monegomery Street ; "WITNESS 242+ 7. 

Sen Francisco, California 94104 ; 3 reporten STs 
' DA 


n mn: Mr. Richerd W. Mu 


Gentlemen: an 

We have completed our review of your cost recent 
responses as of May 31, 1963, to the special operations 
questionnaire and rorm MF-6 dealing with fails and ore 
disappointed thac greater improvement was not evidenced. 
“he excess of your fails to deliver over fails cto teceive - 
end @ large portion of them over 29 days 1s alarming. 
withour urging you to Jo so, we feel that you should have 
token steps that would lead to a reduction in your firm's 
over-che-counter transactions. 


Enclosed you will find « memorandum of steps taken 
by other member organizations to restrain business until theirs 
operational difficulties were eliminated or ac least greatly 
reduced. Your average daily trades rose well above 1700, and 
we will expect chat unless they are brought dow to the 1700 
Level you will adviee us promptly of the added steps taken to 
curtatl business ond reserict (¢ to thac number of trades. If 
you are unable to do so, then our only alternative will be to 
prohibit your firm's doing any uncerviriting or trading in 
securities for its own sccount or as principal for others. 


In @ vecent conversation with W. E. Jones it was 
mentioned chat your radio advertising is limited to a “salute 
to" en industry. We feel that usiny your name in conjunction 
with such an introduction is promotional end shaald be dis~- 
continued. To retain your spot we suggest you might carry the 
time for a charity of your choice withous use of your fira's 
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Robert M. Bishop 
Vice Presidenc 
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_ SECURITIES AND EXCHAIGE COMISS LON 


; SA 11 G8 

cD 

: e f : 3 ; 
=. ° Im the Matter of {ie fs 
c “ ‘ = 8 , , ORDER FoR PRIVATE PROCEEDINGS 

$CHUASACEER & CO. P : PURSUANT TO SECTIONS 150d), 
a ‘ LGA AMS 19(5)(3) OF THE 
+ SECURITIES EXCHAICE ACT CF 1934. ‘ 


“Pile Ko. 8-393 
| ALBERT E. SCHWASACHER, JR. 


en 
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The Comaission's public official files disclose that; 


Ae Schwabacher & Co. (registrant), @ partnership with its princt- 
pal place of business at 100 Montgemery Street, San Frane{sco, California, 
has Seen registcres ss a oroker-dealer purtuant co Section 3$(b) of the 


* Securities Exchange act of 1954 (Exchange act) since March 31, 1936 ans 
4s still so registered. . 


B Albert £. Schwabacher, Jr. (3 the senior geseral partner of 
registrant. ' . . 


C. Registrant is @ aeaber of the “ational Assoelation of Securl- 


ties Dealers, inc., a rational securities association registered pursuant 
te Sectica $A of the Exchange Act. 


D. At all- times mentioned herein registravt has been a senter of 
the Kew Yors Steck Exchange, Aterican Stock Excharge, Pacific Coast Sccee 
Exchange, Midwest Steck gxcha’:a, Chicago Beard of Trade, Salt Lake Steck 
Exchange, and National Stock Exchange, all national sceuritias exchanges 
rejistered pursuant to Sdetion 6(a) of the Exchange Act. © 


£. Registrant is 4 mesber of the Honolulu Stock Exchange, an 
exchange exezpted from registration under Section $ of the Exchange Act. 


ec i 


As a result of an investigation, the Diviston ef Trading and Mar- 
kets has obtained inforzation which tends to shew and which alleges Chat: 
bi Ae During the period (rea about Jaouary ty 1966, to the dace 
hereef, registrant, wilfully aided and abetted ty Alfred £. Sehwabachor, [rey 
wilfully violated Section 17(4) of the Exchange Act and Rule 178-3 
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ae pace : 
thereunder in chat re: 
-lewieg beoks and rec 


- 8 Rx - PS ‘ ‘or 


Sistrant failed to aake or keep current the fol- 
ords relating to {t3 business: : 


€1) Blocters (or other records of original entry) containing 


4" itemized daily recerd of purchases and sales of Securities, 


s of securities Cine luding certificate 
POS 402 disbursesents of cash ard other debits 


Teceipts and deliverle 
Qumbers), recei 
and credits, 


lecting all assets and 
eed expense and capital scccunts. 


£2) Ledgers (or other records) ref 
Ulabiiteies, incore 


Ledger accounts (or ocvher 
ach cash and cargin eecoun 
Tegietranet and partners ther 
and deliveries of securitie 
and other debits and cred 


tecerds) itemizing separately 
© of ewery custorer and of 
eof, all purchases, sates, Teceitpts, 
§ and cem=edities for such account 
8 to such secount. f 


lecting the following: 
(A) Securities in transfer; ws 


(4) ‘Ledgers (er ther records) ref 


(8) dividends and interes: recetved; 


«c) ‘securities berreved and securities loaned; 
(B) @ontes borrowed and monies 
Fecore of the collazera 
such collateral); 


loaned (together with @ 
l therefor and any subseitucions ia 


i 9) Securities failed to receive and failed to deliver. 


(3) Securities record or ledger reflecting seperately for 
@ach security as of the clearance dates all “long” of “shores 
Positions (tne ludinag Securities in sal exeesing) carried by re 
Sistrant fer its acesune or for the account of its custocers 
Of pattners and showirg the Location ef all securities long and 
the offsetting pesition te ail securtt{es shore and in all cases 


the nate or Ceasignation “ef the account {a which each position {s 
carried, : 


(6) Records in Tespeet of each cash and margin account with 
Tegistrint containing the nanc and address of the benefietal 
owner of such scecuns and, in she case of a sargin account, the 
Signature of such owner. 

% : 
Registrane Setted by Alfred BE, Schusbacher, se, 
wilfully violated age net and Rule ita-$ there. 


with che Commission ¢ tepeort 
metal condition for the year 1966 wSthin the time required by Rule 
Was Sa) as extended unger Sule tas (ayy SRI TIS such report of financial 
cendition when filed en March 3, 1967, was noe duly ceretfied tn accordance 
with Rule LTa-Sip), bg rman ate 

Fmt orate 
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“Registrant, vilfutly aided and abetted by Alfred E. Schwabacher, Je.< . 
wilfully violated Seecian i7(a) of the Exchange act and hule l7a-$ there- 
under in that (1) Fegistrant failed te file 
of financial condicica 
Rule 17a-S(a); end (2 


March 19, 1968, was noe duly certified in accercance with Rule L7a-S(g). 
eas so 3 _ = pe seas ag nea : oe eases . 
a ot 


DB. During the period from about January 1, 1966 to the date 

hereof, Tegistrant wilfully aided ard abetted by alfred £. Schuvabacher, Jr., 

wilfully violated Section 8c) of the Excharge act and Rule Se-1(a)(2) 

thereunder by, directly and indirectly, hypothecating, arranging for 

and permitting the continued hypothecation of secuzities carried for 

the acccunts of custocers under Circumstances permitting such securities 

to be coemingled vith Securities carried for the accounts of pers. 

other than bona fide custosers under ‘itens fer icans made to registrant. 
SLE eee <2 SE ee . 
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- _ “43E a one 
In view of the allegations cade by the. Division of Trading and 


mission deens it Secessary that private proceedings be 
instituted to determine: . 


Whather che allegations set forth in Section Il her 


aA. 
true €nd in connection therewith to aff 
aM opportunity to establish any defens. 


sof are 
er@ registrant and respondent 
es to such allegations; 


= B. What, ¢f any, recedial ac 


~~ 
tion {s appresriate in the public 
interest pursuant to Sects 
and 


ons 1540), ISA and 19(a) cf the Exchange act; 
. ? 
C. Whether, pending final deterniaation of the {ssues set forth 
im paragrachs A and § adove, it ts Necessary or aporepriate in the public 
interest or for the protection of iavesters to Suspend the registration 
of tegistranc., - ¢ ; ‘ 


y * 


say berealter designate 
the Ceamissicn's Rules ot ractice. The 
S_ consider the question raised in paragraph ¢ ef 
aol and upon cenptezian of that phase ef the proceeding 
the hearing will be adjourned and post tearirg orccedures on that 
question as soecified in Rule 19 of the Cemzissten's Rules of Practice 
Will be applicadie. after {inal determination of the question of 


- SUSPEensisn the hearing chali de Teconvened by the bearing ¢ 


Raminer at 
such time ss the hear: 


MG exesirner cay Cesignate, for the purpose of 
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‘ Wave ¢e i" - 


- taking additional’ evidence on the questions remaining under paragraphs 
“A and B of Section Ill. The record adduced with respect to the question 
raised under paragraph C of Section LIT shall be dacaed a part of the 
feecrd at the recanvened hearing with respect to consideration cf the 
Tesaining questions raised under paragraphs A and B& of Section III. Upon 
coapletion cf the taking of all the evidence in this matter, the post 
hearing procedures will be conducted pre te ule 16(b) of the Com- 
aission's. gules of Practice. : 


tg. any party fails to appear at any hearing — being duly 
notified, such party shall be deemed in default and the proceeding 
eay be determined against such party upon consideration of the order 
for preceedings, the allegations of which may be deemed to be true a3 
provided by lules 6(e) and si e) of the Commission's Rules of Practice. 


This crder shall be een upon the registrant, Schwabacher & Coapany 
and Albert E. Schwabacher, Jr. personally or by certified mail ferthwish. 


In the absence cf an appropriate waiver, no officer or employee 
of the Cozrission engaged in the performance of investigative or pre- 
secuting functions in this or any factually related proceeding will be 
pereicted to participate cr advise tn the decision upcn this metter 


except as witness cr ccunse! in preeeedings held pursuant to notice. 


Since this preceeding is not “rule-eaking” within the ewaning ef Section 
&le) of the adzinistrative Procecure Act, it (8 not dewced to be subject 


te the provisions of thas Section delaying the effective date of any 
final Comnission action. 


. 


Orval L. DuBois 
Secretary 


By the Coamission. 
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23 of the Comnission's Rules of Practice 


° ndings 
and conclusions few of any initial 
Gecision, and a filed with the Comnission 
and sha 


2.scerved ucon all other parties to the proceeding 
a he intcrested Sivision of the Commission. ‘ 


| 
_* The attached Order for Proceedings has been sent to 
the following parties: 


Securities and Exchange Coenission 
Division of Trading and Markets 
$00 North Capitol Street, NW. w. 
Washington BD. Cc. 20549 
Seeurities and Exchange Connission 
San Franciseo Regional Office 

450 Golden Gate Avenue, Box 36042 
San Francisco, Calirornia 94102 


Schwabacher & Co, 
100 Montgomery Street F 
San Francisco, California 94104 


Albert £, Schwabacher, Jr. 
160 Montgonery Street 
San Francisco, California 94104 
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Serics Parmer 


October 24, 


Schwabacher & Co. : 
100 Montgomery Street . 
San Francisco, California 94104 


Plgs - exniert_| AY 


nefon:; Me. Albert £. Schwobacher, Jr. WITNESS 


RTER, Sey 
Gentlemen: one = 


Our review of your firm's responses to the special 
operations questionnaire, Form MF-6 (Fails) end your auditors’ 
| letter of October 21, 1968, concerning this year's “surprise” audit, 
‘ herein he states that it sppears the coamencts dealing with asterial 
inadequacies will be substantially the same ss those sade at the 
time of last year's audi¢c as of October 27, 1967, has resulted in 
a determination that your firm must take further steps to curteil 
its business. 


You sre i&structed to reduce the volume of your business 
not later than one wonth from teday by 10% and noe leter then one 
@onth thereafter hv an additional 10%. Should the report written 
in connection with your Auguse 30 audit indicate the need for a4 
further reduction, we will sake such determination at the time it 
is received. l¢ is suggested thet you promptly determine how these 
reductions will be sccoaplished. [¢ could be by the sale of 
offices (see the attached sesorandum), releasing registered repre- 
sentatives, or the introduction of accounts to other member orgaeniza~ 
tions on s disclosed baeis. As soon as you have made your determina- 
tion, plesse let ua know. 


At the time of your answering special eperetions question- 
naires in the future, we want your auditors co perform the procedures 
eet forth in the attached review program and subait a repore of 
thefr findings. If your auditors for any reason feel they cannot 
perform this request in connection with your October response, we 
will be glad to discuss with the auditors their starting the 
program with the November ceturn. 

Sincerely, 


/s/ ROBERT M. BISHOP 
Robert M. Bishop 
Vice President 


| 
| 
| 
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: “' REPORTER Gude 
November 7, 1968 - DATE zl 


_ Al Schwabacher, Dick Muir and Ray Holvenstot of Schwabacher 
. & Co. met with John Cunningham, Lee Arning, Robert Bishop, Lloyd 
McChesney and myself coday for the principal purpose of obtaining 
relief from the directive in Mr. Bishop's lecter of October 24, 1968. 


During the course of the meating we were informed that 
Schwabacher & Co.'s present input is beirg handled withouc building 
up differences. We were also told that although special effort is 
being made to correct differences which e:‘sted prior to the audic, 
it is estimated chae ict will take many montis to Locate substantially 
ail of .uch differences. After a year undoubtedly the differences 
will be covered or liquidated, depending upon their nature. 


Alrhough we had determined that a further extension would 
not be granted covering answers to a financial questionnaire, because 
of advice to the effect thac che auditors were not using this period 
for locating further differences but only the adjustment of differences 
previously lecacted, it was decided thac a further week should be given. 
The firm was asked to.work up and submic a work plan which 

would sec forth a timecable for achievemenc in bringing its operations 
-€0 @ current basis. In addition, we requested that once the schedule 
has been prepared that we be given weekly progress reports. This 

was mentioned to be a very important step in order thae it can be 


- presented ac the time of a private hearing before the SEC on November 
25. 


Schwabacher & Co. was told that we would want an audit on 
@ surprise basis during the first six monehs of 1969 and that such 


audit might noc eliminate che necessity for another surprise audic 
later in che year. 


Insofar as the further restriction on the Schwabacher & Co. 
business is concerned, it was determined to defer the effective date 
of such new restriction until at lease December 15. In che interia, 
we will have the opportunity to review the firm's special operations 
questionnaire for November, the work plan and weekly progress reports 
and also the review by the firm's accountants of the procedures which 
they have followed as set forth in a review program, a copy of which. 
was directed to Schwabacher & Co. with our letter of October 24, 1968. 


mete 


jmd i _. W.-E Jones 


Mr. A. E. Schwebacher, Jr. 


Schwebacher & Co. . 14a 
100 Montgomery Street at Sutter P16 emer 


Sen Frencisco, California ones 
pare foo 


In our letter to your firm dated October 24, 1968, 
@ restriction was imposed calling for # reduction of 10% in 
the volume of your firm's business by Noveaber 24, 1968, and 
a further 10% by Deceader 24, 1962. 


Dear Al: 


During our weeting today with Richard Muir, Ray 
Holvenstoe and you, we were cold thet the input covering 
presenc business of Schwabacher & Co. is uncer complete con- 
trol so thae eccurity differences are noc increasing. Wwe 
also understood thac « progrom will be devised to provide « 
Cimetcble for achievemenc and weekly reports of progress in 
this connection. jay 


a ee 
a’ 4 


As stated durins our neeting, we have deternined 
to defer at least until uccember 15, 1968, putting the above- 
mentioned further restrictions into effece. This will afford 
time for the submission of your firm's response to a regular 
financial questionnaire of August 30, 1968, end the related 
audit report vi Hood & Strong, your answers to a special 
Operations questionnaire at the end of November with your 
selected accountants review of such snavers, end your timetable 
for accomplishing the elimination of recorded differences 
existing at che cime of che audit and one or two weekly progress 
reports. On the basis of this informacion, we will re-evaluate 
your firm's operational condition ond determine whether 4 
reduction in business is really necessary. 


It was also determined that ve will expect Schwabacher & 
Go. to have sn sudit of its affairs during the firse half of 1969 
as of a date unknown fo ic in edvance. It may or say not be neces- 


sary thet your firw have another “surprise” audit during the 
latter part of 1969. 


In response to your letter of November $, 1968, cone 
cerning the return of answers to » regular financial questionnalre 
as of «gust 30, 1968, since the additional time needed to complete 


the response is not for the purpose of locating additionel security 
differences, your request for a further extension until November 
18, 1968, has been granted. 


Sincerely, 
/s/ ROBERT M. BISHOP 


Robert M. Bishop 
Vice Presidenc 


WEJones/jad 
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Hoop ann STRONG 


; SERTMES CVOUE aSCountants 


RATA YRS 


Sas) eked iA a NaI 


TELEPHONE 781 -ETSR 


REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS . 
ee ys  * PEs wong (3S 
i OATE = 

we have examined the Answers te the Finencial Questiomnaire 
of SCIWABACIIER & CO. 2&8 of August 30, 1968. Our examination, except 
as noted in the following paragraph. was made in accordance with. 
generally accepted auditing standards, and accordingly included such 
“tests of the accounting records and such other auditing procedures a8 
we were able to apply in the circumstances, including the audit prom 


_ SCHWABACHER & co. 
San Francisco. Ccalifernia 


cedures prescribed by the New York Stock Exchange and the Securities 
and Exchange Commission. we also reviewed the accounting systen, 
internal accounting control and prosedures for safeguarding securities 
including tests thereof since the date of the prior examination. 


As will be noted in the response to Part I. Guastion 13. 


Item (21), there renin unlocated the following cash and security 
position differcnces: 
BALANCES SECURITY POSITION 
Debit Credit Long Short 


Mot veh ert 


Total $3,209,142 $215,934 $7,743,619 $7,103,251 


These differences are. to a considerable extent. the results of the 
unsatisfactory condition of the accounting records, material in- 
adequacics in internal accounting contruls and other considerations, 
all of which preclude the extension of auditing prosedurcs to the 
extent required. In this connection it should also be noted that 
many correcting journal entries have been mude by emp) uyecs of the 
firm, as of August 30. 1968, which it has not been possible to take 
into consideration in the accompanying Answers. This situation 13 
due to the following causes: 


100 Bosh Soe Jan Foancisce Calif, 94104 °° 


e 


: » & 
Certain adjustments, after entry on the fira's records, j 


could not be located or, if located. could not be accepted 
by us due .to the lack of related evidential information. 


Adjusting entries were made too late for us to verify and 
process in time to meet the deadline for filing the 
accompanying Answers. ME eee 4 


Other correcting entries were made as of a dite subsequent 

to August 30, 1968, which entries included corrections as 

of August 30, 1968, which we were unable to accept for 

audit purposes. ay 

In addition, there remain unanswered a substantial number 
of replies from customers and others, including "fail" accounts, in 
response to our request for written confirmation of the accounts, 
which, until resolved. it will not be known if a loss exists in con- 
nection therewith or if the account has been properly classified as 
reported in the accompanying Answers. “ 


Because of the materiality of the amounts of the unlocated 
cash and security position differences. the potential amounts of the 
other items also mentioned in the preceding paragraphs, the absence 
oft information to permit Proper classification and evaluation of 
these items and determine the resulting effect upon the financial 
position of the firm, it is our opinion that the Answers to the 
Financial Questionnaire go not present fairly the overall financial 
position of SCIWABACHER & CO. at August 30, 1968. © 0 


spt sige : ee as 


HOOD AND STRONG 


November 16, 1968 


‘sta. (MEMORANDUM 


_ November 26, 1958 


SUBJECT: Schwebacher & Co. 


- Ag e result ¢f tenvectatices, with fibart EB. Schwebacher 
and fturley Sperkia (SEC) ethic corning, ve lieve serived at the 
follewir, erranjecect: 7 


Echwebacler wlll acc to their offer of settlement in the 
SEC proceedings thsir willirgness to accept # censure by the “fo 
which witli coke into considerrticn ciseicllrary oetion by the Exchange, 
and the Exchenge's disciplinary ection will te ennouned ir the SEC 
peralty arncuncecent. 


Echusheeher vill ngree te the NYSE's Conetituticnel Lici= of 
$10,000 ser peeceeding taing ercacded 1 chesges which wili te 
brought for theis essits! viclsstors, record keesing inecanucetes 
and cesocioted eatters. Their cgreexent will cersent to fires cf 
up to $$0,009 inetond of the Censtiestiennl linfs cf $10,009, ith 


~the disposition cf thst omeurt to the firm er individual partners 
te be decided by the = .change. 


I heve elso cede {t clear te Sehvebreher thet che Exchange 
will else retain its Corstituticnal power te censure, ona suscecd 
er exnal, as well ce the enlerged fining poesibility. 


Me. Arming end vic. Sunninghas erreed thet we would ccumit Co 
the SEC to produce froa these cherges et leret @ $50,CCO fine. 


The purpose of these unusual preeedures {s to meet the 


eondition cf Llair 6 Ge., Inc. for their lending Schvetacher 
$6 sillicn. 


We will be ceeting with /i1lllam 4. tendman of Slate & Ce., inc. 


ecrly this efterncon co cet csheir cencurrence. 


Rodert M. Sishop, Director 
Department of 4euber Firms 


Lf 
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MEMORANDUM 


- * ae ‘ re 3 wee : : ai p 4 i P 39 November 26, 1968 


RE: Schwabacher & Co, OATES 


Mr. William Lendman (Blair & Co., Inc.) raported in a meeting 


with Mr. Arning and me, che following details of their pending agree- 
ment with Schwabacher & Co. 


1. His operations executives who have been at Schwabacher for 
&@ week report that their currence operation is adequate and thac 
Holvenstot is taking hold on resolucion of old errors.’ 


= 2. Moelter has been over his head. Our examiners have treated 
Shim charic 


pe 
a 


te 


| 


ably,noc sceing the lack of effective supervision ac the firn. 
Lendman as advisory to Schwabacher has sedaem recommended that Moelter 
be terminated and this will be done this week, putting Holvenstot in 


tt operations charge. 


3. The Schwabacher general partners capital of $2.8 million 
will become stock and losees to Blair end an additional $17 million of 
related Schwabacher capital as well will be locked into Blair for five 
years. Limited partners capital of abouc 3/4 million will be let ouc 
in a shorter time, perhaps 25 years. 


oa 4. Al Schwabacher will be an the Blair board, buc will have no 
part in managemenc. All other Schwabacher partners will become Blair 
allied members, excepc Heller, who sill be a non-voting stockholder. 


5. The firms will be merged, perhaps in January, with Blair 
taking over all Schwabacher liabilities. All Schwabacher errors will 
be placy«' in single accounc and profic or loss eventually established 
charged Co present Schwabacher partners. 


6. Blair will add $6 million ef capical from presence parctic- 
ipants, and will loan $6 million to Schwabacher for 6 months. 


7. Blair is getting agreement of all Schwabacher general pareners 


thag Blair loan will be senior to their capical whidh Schwabacher & Ca. 
Soskontes in existence. Blair capical will be ae wqual risk with chac 
of Schwabacher limited partners. 


8. Another audit will be done of Schwabacher by Arthur Young & Co. 
&@s soon as possible. WEJ should prepare a lctcer to Schwabacher requirin 


this audit under our rule, and LMcC should actempe to expedite Arthur 
Young & Co. doing ic. 


» 
> 


9, Lendman ll spend the major part of is time at Sehwabacher 
-"for the next six monchs, and is assigning two o. nis top executvies to 


’ that location. 7 Bg 


71 t 


10, After the merger, the West Geass Coast operations will be 
known as the "Schwabacher Division of Blair & Co., Inc.” 


Robert M. Bishop, Director 
Department of Member Firms. 
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“MEMORANDUM -:- 


December 3, 1968 


SUBJECT: . Schwabacher & Co. 


On December 2, 1968, R. John Cunninghas, Lloyd McChesney and [I 
mec all day at the SEC on Schwabacher & Co. Schwabacher was repres- 
ented by Albert E. Schwabacher, Jr. and two attorneys, Messrs. Lucas 
and McKee. The SEC staff was headed by Irving Pollack and Scanley 
Sporkin, with William Dilger and Theodore Miles, and Arthur Pennekamp 
(San Francisco Regional Administrator) as the most frequenc attendees. 


The principal problem was the SEC administrative proceedings 
againsc Schwabacher. The previous week the Commission had refused 
to accept an offer of settlement which limited penalties againsc 
individuals in che firm to censures. Blair & Co., Ine., a prospective 
merger possibility, was not interested in a merger if penalties by the 
SEC were to go beyond censure, but were willing co accepe any penalties 
imposed by the Exchange. 


In the early morning we were cold definitively by Mr. Siegel, 
attorney for Blair & Co., Inc., that Blair had decided noc co pursue 
the merger because they had been advised the night before by Arthur 
Young & Co. cthac they could not complete an audit within six monchs, 
and chat even then they mighe not be able to certify the sks Schwabacher 
assets and liabilities. We had oeen told earlier in the morning by 
William Lendman of Blair of this difficulcy. When Blair thus termin- 
ated merger discussions, Schwabacher said that they would seek merger 
with Mitchum, Jones & Templeton, Incorporated, and thac they had 
almost completed arranging $3 millicn of incerim financing from the 
Union Bank of Los Anguies. 


While those discussions were underway, a telephone call was 
received from Mr. Lendman, who was meeting in Chicago with J. Pritzger, 
Blair lender. Mr. Lendman said thae they had decided that Blair would 
be willing to loan moncy to Schwabacher for longer than the original 
six months contemplated, and would like to have 11 days for Arthur 
Young & Co. to take a look at Schwabacher to determine the audit 
possibilicics.more precisely. 


I told Mr. Lendman that the Exchange was not willing to waic 
longer for money to be placed in Schwabacher and that we wanted at least 
$3 million on Monday and would waie for che other $3 million for 11 
days. After conferring wich Prictzger, this condition was accepted 
a little later and Blair also dropped their demand chat the SEC agree 
Mot to impose sanctions on individuals. The only condition lacking 


oe 


Baas 


in a firm agreement was to give Pritzger time to reai the loan agree- 
ments, which he agreed to do during the afternoon and call me at home 
at might. The money would then be deposited with Schwabacher before 
: the opening on December jrd. 


. 


‘The Schwabacher offer of settlemene with the SEC was then revised 
and carried to the Commission by the SEC scaff When they returned 
they said that the Commission was prepared to accept te after the 
capital was deposited in Schwabacher by Blair. 


However, while the SEC staff was mecting with the Commission we 
were told by the Schwevdcher representatives that their partners' 
meeting in California hau been disctrubed by the Blair & Co. cermination 
of the merger negocistion in the early morning, and thac they preferred 
to go ahead with the $3 million loan from the Union Bank. This would 
give them sore flexibility in both concinuing discussions with Blair 
and having discussions with Mitchum, Jones. 


+ Earlier. ve had all talked by conference telephone with Mr. Lamar 
Webb of the Unicn Bank, and reached agreement on a form of commitment 
telegram that he would send to me, providing for a personal loan to 
five or six Schwabacher partners, who would in curm subordinace chis 
soney to the firn. 


As the evening concluded, our final arrangement with Schwabacher 
was that we would give them uncil Deceeder 15th co come to a firn 
decision and arrange as to a merger,dwea and thac in the evenc they 
did not decide to merge that they would presence a plan ac chac time 
for selling several branch offices. 


By the end of the day, there was a clear understanding that the 
SEC was likely to 2zccere whatever disciplinary action the Exchange 
cakes if ic is reasonably adequate, probably censuring the firm and 
individuals, taking into consideracion the Exchange's action. If the 
SEC did noc think chat che Exchange’s discipline was reasonable chey 
would have the right cf imposing harsher penalties themselves. 


« 


é 
2 
Robert M. Bishop, Director 


Department of Member Firms 


Decenber 3, 1968 


- Sehwebacher & Co. 
100 Montgomery Street 
Sen Francisco, California 94104 


tention: Mr. Alb . Sehwadncher, Jr. 
Gentlemen: 


Pursuant to our agreezent yesterday, your 
fira is to inforsa us by December 15 whether you will = 
merge with enother fira or sell a number of orench 
offices. \eu expect the teras cf any merger to be 
firm by that date, alchoush the related ducumanctation 
miy not be complete. If you eiect to sell branches, 
we Vill expect seule srraugements to be vell in 
progress et that tine. 


Pursusnt to Rule 417, your firm is directed 
to have an cudif by an independent public accountent 
and to prepere answers to @ financial questionnaire 
based on such audit «s soon as possible, but in any 
event not Loter than December 31, 1964. We would con- 
sider some extension of this date if the auditor you 
choose could not acet this dace but could do so in 
January. 


Please advise us prowptly that errangesents 
have been ande with a national accounti , firm with 
substantial stockbrokerage experience for such audit. 
Also, please advise us of the date as soon 48 ic has 
been set. 


Sincerely, par 
/s/ ROSCHT I. CIS! gi 


Tabere M. Bishop 
\e@ President 


Schwabacher & Co. 
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2 GTRED BADE CA EWOC™ 20S COWEBErY BHgmenne® 


December 12, 1968 


Mr. Robert M. Bishop f f lf exugr 147 


New York Stock Exchange WITNESS py 
Eleven Wall Street REPORTER wv 
New York, N.Y. 1000S OATE toda 


Dear Mr. Bishop: 


We have delayed answering your latter of December Ird until we hed 
something very positive to rcport. 


Today we have agreed in principal to merge with Blair & Co., Inc. 
Enciosed is a letter of intent broadly outhaing the terms. 


Perhaps the single most important ingredient from Blair's standpoint 
in making this merger is the report of two Arthur Young auditors who 
spent several days in our office this week and gave Bill Lendman a 

really positive report on the progress of our back dfice since they 

were in 6 of 8 months ago. 


In connection with Rule 417, as we discussed on the telephone, it 

will be impossible to get an accounting firm in here at the present 

time. Prior to our arrangement with Blair & Co., Inc. we had secured 
the promise that the Arthur Andersen people will be available and able 
to handle our audit as of the end of February 1969. They estimate it 
will require 30 people and it will be impossible for them to secure this 
staff prior to that tume. We know you wili agree with us that it is in 
everyone's best interest that we have oa’ firm of Arthur Andersen's stature 
do this. 


> . Schwabacher a... A 


Bie Sa sty CRC Reet, Gener ahs 
Mr. Robert M. Bishop 
New York Stock Exchange 
December 12, 1968 

Page Two «. 


o 


Even though we have madc arrangements to proceed on this basis, ‘tis 
possible Blair may wish to have their accounting firm, Arthur Young & |! . 
Co., proceed in another fashion, and | am sure Mr. Lendman will be_/ g 
discussing this With the Exchange. 


We will, of course, keep you advised of further developments. 


Meanwhile, please advise me if there is anything further you wish at 
this time. : 


Sincerely, 


(td Beer ntirorg 
he E. Schwabacher, Jr 


AESJr:me 
Encl. 
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Blair & Co:, Ine. - Proposed 
' Aequisition of Scnwavacner & Co. 


’ ne following are the principal terms of the 


proposed acquisition ef Senwadscher & Co. by lair & Con, 


-Ine.: © 


1. me effective date of the acquisition will 
be aS soon a3 practicable. It is anticipated tnat 
this will be Harch 1, 1969. 

2. Upon tne effective date of the acquisition, 
Blair will provide 33,000,000 of capital to repay 
tne Senwabacner & Co. Union Bank loan. 

3. Upon acquisition, substantially all of the 
general oartners of Senwabacner & Co. will vecome 
stocknoiders of Blair. The amount of stock to be 
offered to tne general partners of Schwabacner & Co. 
will pe at least $2,625,000. Tne Blair stock will be 
offered in units of comnon and preferred, it book 
value, in accordance witn tne general practice of 
Blair & Co. It is expected tnat tne Sehwavacner 
partners will own approximately 28% of tine common 
stock of tae comoined firm. All ceneral partners 
will ve offered stock in proportion to tneir ceneral 
capital accounts, except tnat at least 2/3 of tne 


stocx issued to Aloert =. Schwabacner, Jr., and to 


‘ 


yaar ce ats : 2, ek Sore ae) eS 
William 4. Cahn, Jr., would be nonvoting, and all of 


the stock issued to Clarence E. Heller and Jacob G. 
Schurman, III, would be nonvoting. 
&. Albert E. Schwabacher, Jr., will have no 
_managerial responsibility with Blair & Co., Inc., for 
a period of one year. ar 
5. Ajl of the balance of the capital of the firm 

of Schwabacher & Co., ineluding excess capital of 
Albert E. Schwabacher, Jr., and other general partners, 
sucordinated loans of securities, and limited capital, 
’ would become subordinated debt of Blair & Co., Inc., 
except that approximately $200,000 thercof will be 
released to cover hardship cases as soon as the same 
may reasonably be done. In accordance with the present 
practice of Blair & Co., Inc., subordinated leans of 
securities would se entitled to a return of 3% per 
annum (in addition to the dividends and capital gains 
on such securities), and sudordinatec loans of cash 
would bear interest at 8% per annum. All subordinated 
debt issued to the Schwabacher froup will be on standard 
New York Stock Exchanre forms and will mature two years 
acter the closing date, subject to the standard limita- 
tion of the "ew York Stock Exchanre that no payment of 
subordinated debt may be paid if capital is impaired. 
The subordinated debt issued to the Schwabacher proup 


will not be subordinated to the existing Dlair debt. 


Se Rote ee EIS AMET GEER hte OPS Be ee 


Notwithstanding, the two-year maturity of the subor- 


dinated debt issued to the Schwabacher proup, it is 
anticipated that the Schwabacher partners who become 
shareholders of Blair will have a continuing moral 
obliration to provide to the capital of the combined 
firs an amount of the total required capital commen- 
surate to their share of the equity. By the same 
token, Blair will have a moral obliration to release 
excess capital to the Schwabacher group, prior and 
after the two-year maturity, until the totai subor- 
dinated capital supplied by each croup is pro rata 
to their equity. Motning contained herein shall de 
eonszrucd to itpose any ebitcetien, moral or other=- 
wise, to pay or release any securities reasonably 
required to protect Blair against losses and expenses 
which may be incurred for the account of the holder 
thereof. 

6. The offices of Schwabacher & Co. taken over 
by Blair & Co., Inc., would operate under the name 
Sehwabacher--Olvision of Blair & Co., Inc. Considera- 
tion will be given to a change in the Blair name to 
include the Schwabacher name. 

7. A new audit, to be conducted durinr the first 
siz months of 1969 by a national accounting firm, will 
be used as the basis for the acquisition. All income 


of.Schwabacher & Co. not on the docks as of the audit 


date will remain as income of Schwabacher & Co., in 


liquidation. Similarly, all prior losses incurred 

by Sehwadacher & Co. would be for the account of 

the old partnership. The direct expense involved 

in cleaning up the falls and suspense items would be 
for the account of the Schwabacher partners, as would 
be ali profits and losses incurred in connection 
therewith. Such expenses and losses for the accounts 
of the Schwabacher partners would be charged dy Blair 
& Co., Inc., to the accounts of the Schwabacher & Co. 
partners quarterly. All securities issued by Slair 
to the Schwabacher group (other than secusities repre- 
senting present Schwabacher sutordcinated loans and 
limited capital) will be held in escrow by Blair as 
security for each partner's respective share of such 
losses and expenses. «as such losses and expenses 

are realized, such charres would be made against 

tne subordinated indebtedness of such Schwabdacher 

& Co. partners with Blair & Co., Inc., to the extent 
thereof and otherwise would be charred to their equity 
position in the firm. The same situation will apply 
with respect to losses incurred prior to the closing 
date. At the end of two years, 211 such securitics 
shall be relcased from escrow, except to the extent 
of a reasonable reserve established for any lesses 


and expense not then realized. 


. 


. 


8. All of the sarenees of Sehuabacher b Co. 
who became stockholders of Blair & Co., Inc., would 
initially continue on the same salaries as are paid 

to them by Schwabacher & Co., but Blair & Co., Ine., 
would have the right to adjust such salaries in 
accordance with per:<rmance. 

9. the proposed acquisition is based upon the 

assumption that Schwabacher 4 Co. will deliver its 


organization substantially intact, and is subject to 


required approvals of the stockholders of Blair & 


Co., Inc., and all regulatory agencies. 
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Oraicx, Herainaton, Rowicy & Sutcurre 
_ Cownsereas ane Arroencrs af Law 
2@S wEutcoute* B19CC7 * 
San Faamesses, Carona 81e4 


December 14, 1968 


oo ie ote 

Mr. Lee 0. Arning 

Vice President 

In Charge of Operations 

Mew York Stock Exchange 
gall Street 

hew York, New York 10005 


In re: Schwabacher & Co. - SEC Proceedings 
Dear Mr. Arning: : . 

Enclosed is a copy of our revised Offer of 
Settlement in the above matter, together with ay” 


cover letter to Stanley Sporkin. 


Yours very truly, 


RIL: plk 
Enclosure 
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Oanicx, Heraincton, Rowtey & Surcurre 
_ -, Cownscsoas axe Arronneys at Lae . 
4OG SOntSGrtee s7eCer 
+ | Sas Fuaneisce, urea ewes 


Decemher 15, 1968 


Nr. Staniey Sporkin 

Associate Director 

Division of Trading and Harkets 
Securities end Exchange Co=mission 
500 North Capitol 

Washington, D.Ce 


In res Schwabacher & Co, = $26 Proceedinss 


Dear Kr, Sporkin: 

Enclosed are en orisinal end five copies of a 
revised Offer of Setsiemcnt on dSehalf of Schwabacher & Ca, 
in the above satter. 


T veliewe it incorsoretes all of theses rerisioss 
which we 22rcod uson in your offices on ifonday, Cecexser 2. 
Certain chanses in the agreexent between Schva>acher and 
Blair have resulted in scne chanc2s in the Offer itself. 
Yor ezasplie, you will note that tas Offer is no lenser 
Conditioned on Slair's dspo3sit of $5,000,000 in cash in 
Sehvabacher & Co. for the reason that Sehwabscher & Co. has 
@lreacy added 23,000,090 to its capital and did ao oa 
Decenber 4, 1968. : 


: Please note that parasraph III A differs frea the 
earlier two offars of settle=cnt. The earlier two offers 
were nad2 on bchalf of both Schwadach2r & Co. and Alder: Z. 
Schwabdacher, Jr. The enclosed Offer is cade waly ca Sesalf 
ef Sehwsbacher & Co. with the uncorstanding thas the 
Tespensiziity of individual partners will be deterniaed in 
later proceedings dcfore both the itew York Stock Excaange 
and the Securities end Exchanze Cosaission. For that rcasen 
the word wilfull has deen deleted from IIT A. 


As you know, we have always objecte! te the vse 
of the word “wilfull® in the offer of settlenent and acceded 
to the use of the word in our original offer of settiexent 


‘Onaicx, Heaninaton, Rowicy & Sutcurre 


"Mee pete: Sporkin aWiGesce ak _ December 18, 1968 


ealy because of tha thon posture of the matter and our : 
belief that the effer would be accepted and would resolve 
the proceedings against both Schwadacher & Co. and aie 
Se Senrapachsr, Jv: 


Mo are in fu2d esreexcnt with you *ad¢ Mr. Poliseck 
that ‘Lt 23 fairer to defer the question of individuals’  respon= 
eibiiszetes until all the facts can be brought to lisht in an 
ercerly proceeding. Since additional proceedinzs will be 
bee as2inst inéividuals, we think 1% both prejudicial and 
Smapprepriate to stipulate, on behalf of the cospany, te 
‘wilfall | violations. Zearing in mind that the conpany can 

enly ast throucn individuals, since the individuals’ cone 
éuct wild be inquired fato at a later Cate after full and 
fair hearinss on the scatter, we believe it is unnecessery, 
froa the Co=aission's point of view, to includes the word 
wilfull, and presature and prejudicial fron the individuals? 
point of view, J wanted to discuss this with you by tels- 
phone Fricay and would like to discuss it with you by phone 
Konézy or, 1f you wish, in person in Washington at any tice 
esnvenlant for you. 


Please nets that we have also adéed a section 
(Seetion IV) on mitigation. This section synthesizes and 
@péates ths acserandwa “iitisarins Cireunstancos re Offor ef 
Sottlesnznt® filed with the Commission on KNovexber 27, 1968. 
The crcésted <aterial shows, I delisvs, that Sehwvedachor & Co. 
is ta” cons ro}. of * 63 current operations. 


Tours very truly, 
"RICHATD J. Lucas 


Richard J, Lucas 


RIL pik 

Biclosures : 
Me. Arthur £. Pennekaznp - 

ees My, Alvert EB. Schuabacher, Jr. 
Mr. Wiliter 4. Lonéaan 
Borvan MH. Sesei, Esqe 
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. Administrative Proceeding 
Pile No. dot , 
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UNITED STATES OF AMERICA 
Before the 
SECURITIES AND EXCHANGE COMMISSION 


In the Hatter of 
SCHWABACHER & CO. OFFER OF SETTLEMENY 


File No. 8-3913 
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24 

Resmondent Schwabacher & Co., euracant to Rule 8 
of the Rules of Practice of the Securities and Exchange 
Commission, offers settlement with respect to the matters 
alleged in the Commission's “Order for Private Proceedings 
pursuant to Sections 15(b), 15A and 19(a)(3) of the Securities 
Exchange Act of 1934", dated July 11, 19683 (the "Order"), in 
Administrative Proceeding File No, 3-1635-5. 

This Offer of Settlement (the “Offer") is sub- 


mitted for the purpose of settlement only, and is submitted 


om the express understanding that it will not be used in any 
way in the said proceeding or otherwise or in any other pro- 
ceeding or in any private or public action, unless the Offer 
is accepted by the Commission as hereinafter set forth; and 
in no event is it an admission of any violation of law; and 


no fact stated herein constitutes an admission Sy respciident 


which may be used in any other proceeding, whether civil, 
administrative or criminal, which may be brought by or against 
it before any court, administrative agency or other tribunal. 


If the Offer is not accepted by the Commis:ion, the 


Offer is withdrawn, neithk. the Offer nor any part thereoft 


shall become a part of the record in this proceeding, and it 


is proposed without prejudice to respondent Schwabacher & Co. 


« 


Peg 
If the Offer is accepted, the Commission say make 
such conclusions and may issue such order, as hereinafter 
provided, and as may be pernitted by law; grovidsd, however, 
that the maximum sanctions which may be imposed upon respond- 
ent in this proceeding shall be those set forth in Section 
III of this Offer. 


riz 

On the basis set forth above, without aduitting any 
co? the allegations of the Order, or any violation of law, for 
the purpose of settlement only, and if this Offer is ascepted, 
respondent will consent to the entry of findings and an order: 

A. Pinding that respondent violated Section 17(a) 
ef the Exchange act and Rules 17a-3 and 17a~-5 thereunder, and 
Section 8(c) of the Exchange Act and Rule 8c-1(a) of the Exchange 


Act; namely, failure to make and maintain required records, 


failure to file 1966 end 1967 annual reports on time and 
with certification, and wrongful hypothecation of customers! 
securities. " | 

8. Censuring Schwabacher b Cos, referring to and 
teking into account sanctions imposed or to be imposed by 
the Rew York Stock Exchange, with the understanding that 
respondent is willing to waive the limitations under the 
rules of such Exchange to the extent necessary to permit 
imposition of fines up to $50,000. a 

C. Incorporating, to the extent deemed necessary 
by the Commission, any of the terms of the acquisition set 
forth in Exhibit A herete. 


D. Requiring Schwabacher & Co. to continue saking 


4ts weekly report of condition to the San Francisco Regional 
Office of the Securities and Exchange Comission and to the 
New York Stock Exchange, such reports to be consolidated so 
as to avoid unnecessary duplication of effort. 

Z. Reserving to the Commission its right to re~ 
institute these proceedings within five days after written 
notice to respondent in the event of violation by Schwabacher 
& Co. of the applicable net capital requirements, or breach 
by Schwabacher & Co. of any of the present Commission or 
Exchange restrictions, or if respondent's books and records 


or operations have not materially improved or have materially 


deteriorated and provided that the occasion giving rise to 


‘the right to reinstitute has not been corrected within the 
five days notice period. Such reservation of rights to continue 
until the acquisition of Schwabacher & Co. by Slair & Co., 
‘Ine. is consummated. Nothing set ferth herein shall preclude 
‘the Commission from instituting new proceedings or taking 
such other action that would appear appropriate uncer the cire 
cumstances. : 
P. Continuing the present Commission and New York 

Stock Exchange restrictions until such tine as Schwabacher % 
Co. demonstrates (insofar as Commission approval is required) 
to the Comission or its representative that its operation 
warrants the removal or modification of the restrictions. 

Such restrictions will not be automatically resoved on the 
effective date of the acquisition of Schwabacher & Co. by 
Blair & Co., Inc. but will be removed or modified only on the 
Basis of good cause shown by Schwabacher & Co. cr its successor; 
Poviding, further, that Schwabacher & Co. or its successor 
may make application for such removal or modification at any 
time or times it believes proper. 

G@. Giving netice in writing to the Connission 

within 12 hours of any material breakdown in the acquisition 
negotiations or in the event of any withdrawal of net capital 


by any general partner of Schwabacher & Co. 


ere: 


In tendering the foregoing Offer of Settlement, 


respondent represents the following to the Commission in 
mitigation of the pending charges set forth in the Order: 

; &. Gi December 4, 1968 six of respondent's 
partners cbtainéd a loan from Union Bank in the amount of 
three ailiion ds‘iiiws ($3,000,000), the proceeds of which 
they coneurtistly loaned to respondent to add new capital to 
respondent. This three siilion dollars ($3,000,000) of new 
eapital was deposited by respondent on December &, 1968, and 
respondent's subordinated rote representing its indebtedness 
to the siz lending partners has keen forwarded to the San 
Prancisco «gional Office of the Securities and Exchange 
Commission and te the New York Stock Exchange. 

B. The pendency of these charges has led respondent 
to negotiate for its own acoictsitien. Respondent's acquisition 
by Biair & Co., Inec., substantially in accordance with the 
terma ani conditions annexed hereto as Exhibit-A, will result 
in the Joss of Schwabacher & Co.'s independence and autonomy 
and brings to an end this $0 year old firm that has played 
such an historic and responsible role in finance in the west. 

Cc. Respondent's accounting probless began with its 
conversion to a sophisticated computerized accounting system 


on January 3, 1966 and were compunded by the difficulty in 


Se 


a 
¥ a 


aoe 


“. Loe. ad engaging competent operé js ons personnes ¢i=- . 


peri... “in this. accounting system (The Midwest Stock 
Exchange Sarvice Corporation). Further, respondent wes 
experiencing these operations problems 4dusing a period of 
unprecedented increases in the volute 6f sarket activity. 

D. Sehwabacher & Co. now has contro] of its current 
operations. Control has been achieve! ty imylementing pro- 
cedures which monitor problem areas and by taking action to 
, correct any errors thus revealed. 

The following are among the most significant of the 
programs installed to assure currest control of opera: :s3% 

(1) A procedure assuring the current Dalance 
and control of tending actavities o all exchanges 
and the over-the-counter sarket. ©, effectiveness 
of this procedure isolating and correcting ervors 
in trading activities 1s evidenced ty tse fact that 
as of December 6, 1968, there were on.s (6 Jims une 
reconciled for listed trading and, «ith ti «(ception 
of the Pacific Coast Stock Exchange, none of these 
listed trade differences had existed for longer than 
one week. i : 

(2) ‘The 1800 edit, the basic edit used to 
maintain control of cash and securities entries to 


the computer records, is now processed daily to 


> assure that errors or rejected entries to the 2 
Cox outer are corrected on a tinely basis. Such : 
errors are now norzally reconciled within three days, 

: . €3) Control of securities has been achieved - 
through a weekly box count of all securities in the 
active bex in both San Francisco and New York. Any 
G@iffereace between the count and the securities 


Tecord is reported, and the error is located and 


corrected to bring the active tox and the securities 


record into balance. ; 

(8) Control of bank balances is maintained 
“theoegh &@ daily reconciliation in beth the cashier's 
and the accounting departments? records. Daily 
reconciilation per=its prompt correction of errors and 
Simplifies the prebles of monthly reconciliation when 
bank statements are received. As of Decenber 6, 1968, 
one bank was out of balance. This problem is, however, 
of an historical nature; and, with the assistance of 
twe outside auditers, the problem should be resolved 
soon. Farthermere, the daily reconciliation of all 
banks {3 current. 

(5) The totals of fatls to deliver and fails to 

receive have shown substantial improvement over the last three 


Bonths as follows: 


PAILS 


Week Ending Pails to Deliver Pails to Receive 


Soa Nata A NN 


August 30, 1958 
September 6, 1968 
September 13, 1968 
September 20, 1968 
Septenoer 27, 1968 
October 4& 1968 
Oetoder 11, 196 
October 18, 
Octoder 25, 
November 1 
vevenber 

Novenbder 

Novenber 

Novembe> 

December 


$28 ,665 ,000 
25,672,000 
28°510,000 
23,963,000 
21,783,000 
22,508,000 
23,643,000 
23,716,000 
20,587,000 
16,870,000 
15,960,000 
12,890,000 
"13,321,000 
11,890,000 
12495000 


$18,096,000 


16, *268, 000 
16, +466, 000 


16, "102, 7000 - 


16,907,099 
17, 150 ,000 
17, *807, 000 
16, 283, ;000 
16, +728, oco 
13, +509, *000 
16, +176, cao 
10, ere 000 
10, +966, 000 
10, ns to 000 
ll, +296, 060 


Concentrated effort will be maintained on the falis. 


(6) Progress has also been made in the suspense 


account as foliows: 


SUSPENSE ITEMS 


Week Ending 


September 13, 1968 
Septemde> 20, 1968 
September 27, 1968 
October 4, 1968 
October st. 1968 
Octabder 18, 1968 
October et 1968 
November 1, 1968 
November 8, 1968 
Novenber 18, 1968 
November 22, 1968 
November 29, 1968 
December 6, 1968 


Long 


$9,578,000 
7,800,000 
,100, *000 
5961, *000 
'838,312 
*306, 0900 
*366, 900 
5, *216, 000 
(no change) 
(no change) 
& 756,858 
&,337.,770 
& 231,083 


Short 


$8,580,000 
8,400,000 
3, 5900, *000 
5, *480, 000 
3,172, *178 
2,821, *000 
Ha 821, 000 

bir ae 000 
at change) 
(no change) 
2,827,838 
: *190, 057 

2,079, 555 


" $4x auditors from Arthur Andersen & Co. were obtained 


during the last part of November and are assisting 


Schwabacher's staff in attacking the suspense account probles. 


ae eee em rer seem mgr erm * 
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(7) Special efforts have also been made with 


respect to customer complaints. On November 13, 1968, 
1,139 customer complaints were open. On November 22, 
1968, the number cf open customer complaints had been 
weduced to 657. As of December 6, 1968, the numbe> 
was oun to 363. i 

The cashiering department has been comp. sly 
reorganized and, among its other tasks, processes 
all customer complaints on a current basis. During 
the week ended December 6, 1968, 68 customer com-- 
Plaints were received, while 169 were corrected. 
Thus, this area of operations {3s under control. 

(8) Schwabacher & Co. 1s now making full and 
Pp er use of the Midwest System "edits", the checks 
and balaness programmed into the system to isolate 
errors and potential errors by signaling a condition 
requiring correction. The total number of edits 
reflects: both current errors and historical errors 
which have not been completely corrected. The number 
of edits for Schwabacher & Co. has shown significant 


improvement cver the past several weeks: 


TOTAL EDITS 


- Week Ending No. of Edits 


Octoder 18, 
October 25, 
November 1 
November 
November: 
November 
November 
Decenber 


The reduction in edits bas occurred not only 
because of morn complete and accurate control ef 
current operations, but also because of action taken 
to resolve the historical errors. Initial projects 
with respect to edits have concentrated ca Shoss 
types of edits which are most significant. Additicnal 
clean-up projects for other {ndividual edits are 
planned and will be implemented. Consequently, the 


reduction in the total number of edits, which should 


“be less than 10,000 per week, 4s expected to continue. 


vo 
In tendering the foregoing Offer of Settlement che 


respondent enters into the following undertaking to the Com 
mission: 


UNDERTAKING TO THE. COMMISSION 


Ae. The proposes acquisition of the business and 


assets of Schwabacher & Co. bY Blair & Co., Ince, substantially 


3 = : : ‘ 
SS ‘ oO od - ; 


. in. accordance with the terms and eenditions annexed hereto as 
Exhibit A, will be consummated on OF before March 31, 1969- 

8. Schwabacher & Co. and Blair & Co., Ine. on oF 
before March 32, 1969, will submit to the Commission a cer 
tifieate establishing that such acquisition has been acccm- 
plished, together with all necessary documentation evidencing 
the consuszation of such acquisition. ; 

_C. In the event such acquisition, as contemplated 
by this Ofcer of Zettiement, is not accomplished within the 
time specified, the Commission's acceptance of the settle- 
ment shall se deemed withdrawn and proceedings against the 
respondent shall proceed in accerdance with the Order for : 
proceedings. 


vt 
A. For the purpose of this Offer and only if it 
is accepted, on the pases set forth above, respondent hereby 
waives: 
(1) Hearings in these proceedings pursuant to 
Sections 15(d), 15A and 19(a)(3) of the Securities 
Exchange Act of 19353 
(2) Te filing of proposed Findings of Pact 
and Conelusions of Lax; ; 
(3) Initial Decision by 3 Hearing Examiner 
pursuant to Rule 16(b) of the Rules of Practice, 


and exceptions and eriefs thereto; 
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(&) Any right to appeal from findings and 


order of the Commission adverse to respondent. 


8. Tne respondent agrees that the staff of the 


Division may participate in drafting the Opinion and Order 
of the Commission to be entered in accordance with the fore~ 


going Offer of Settiesent. 


Dated: December J, 1968. 


SCHWABACHER & CO. 


By 
ort be senwsoacner, vhs 


Its Senior General Partner. 
ORRICK, HERRINGTON, ROWLEY & SUTCLIFFE 


By RIGIARD J. LUCAS 


or . Lucas 
Attorneys for Respondent 


Mesemiier 12, 1°: 
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I you ers §3 Ovrertceal with the tere a t-cicof, please exceute 
One return 9 casigse! coy of M43 better, O96 terauson this 
hotter shell cost ctitite oviceuse of our wutwal Iniest to swceed 
Proqetly to Son Ursctt the transethss therein Ceseribed. 


° Very truly yours, 
SCly VLCUER & OO. 
a cod x . ”, 
Cy. Set ec arc r ig — 
ve Ce Ucin%-achov, Jr. 
dentor Tortacr 
Avrroved: 
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EXHIBIT A 


‘Blair & te; Inc. - Proposed 


ee Acquisition of Schwabacher & Co. 


Tne following are the principal terms of the 
proposed acquisitien of Schwabacher & Co. by Blair & Co., 
Ll. The effective date of the acquisition will 
be as sognm as practicable. it is anticipated that 
thas will be Hareh 1, 1969. 


2. Upon the effective date of the » acquisition, 


Biair will provide $3, 000,000 of capital to rtpay 
the Sehwabacner 4 Co. Union Bank + eens 

3. Upon acquisition, 3 guzstantially all of the 
general partners of Schwabacher & Co. will becone 
stockhoidars of Blair. ‘The amount of ztnck to be 
offered to the general partners of Schwabacher & Co. 
wild de at Least $2,625,000. The Blair stpek will ve 
offered in units of common and preferred, at book 
value, in accordance with the general practice of 
Blair & Co. It is expected that the Schwabacher 
partners will own approximately 28% of the common 
stock of the comoined firm. All general partners 
will be ofiardd stock in proportion to their general 
“gapival accouits, except that at least 2/3 of the 


stock issued to Albert £. Schwadacher, Ife, ane te 


ae 
estate tinea at 
he 


ee are 


‘Wauoian M. Cahn, Ire would be weeny “ alt of, 


| the stock issued to Clarence E. Heller and Jacob a. 


‘Sechurman, IIT, would be nonvoting. bs ee 8 ge 
: &. Albert E. Schwabacher; Sr., will have no 
wanagerial responsibility with Blair t Cae, tats. for 

a period of one year. es : 

: 5 AlL of the balance of the capital of she firs 
of Schwabacher & CO.» 4neluding excess capital of 
Alvert E. Schwabacher, Jr., and other general partners, 

. gudordinated loans of securities, and limited capital, 
would become subordinated dent of Blair & Co., Inte 
exeept that approximately $200,000 thereof will be 
relecsed to cover hardship cases as soon as the Sa-@ 
: may * peasonably te dene. In eceordance with the present 
practice of Biair & Co., Ine. subordinated 10ans of 
securitic¢s would be entitled to & return of 3% per 
‘annum Cin additio. to the dividends and capital gains 
on such securities), and " subordinated loans of cash 
would bear interest at ‘$2 per “annum. All surordinated 
debt issued to the Schwabacher group will be on standard 
New York Stock Exchange forms and will mature two years 
after the closing date, subject to «he standard limita- 
tion of the New York Stock Exchange that no payment of 
suberdinited debt may be paid if eapital is impaired. 
The subordinated dedt issued to the Schwabacher group 


will not be subordinated to the existing Blair debt. 


rn 
erent ae RN 


Pe ern ee eas 


* eters - ; hy anna Ei : 
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: Notwithstanding the two-year. aaturity. of the subor- 


dtnated debt issued to the Schwabacher group, it is 
anticipates chat the Schwabacher partners who become 
shareholders of Blair will have a:continuing moral 
odltration to provide to the capital of the combined 
firm *- amount of the total required capital commen= 

' gurate to their share of the equity<: By the same 
token, Blair will have s moral otligation to release 
excess capital to the Schwabacher group, grior: and 
after the two-year maturity, until :the total sudor= 

dinatea capital supplied by each group is pro rata, 
to their equity. Notaing contained:herein shall be 
construed to impose any obligation; moral or: other= 
wise, to pay or release any securities reasonably 
required ' protect Blair.against losses and expenses 


which may be incurred for the account of the holder | 
thereof. - | ' eet. tye cee: 

6. The offices of Schwabacher & Co. taken over 
by Blair & Co., Ine., would operate under the name 
Schwabacher--Division of Blair &.Go., inc. Considera- 
tion will be given to a charge in the Blair name to 


include the Schwabacher WOOO. 250 tt ee 

7 Anew audit, to be.condusted during the first 
six months of 1969 by a national accounting firm, will 
be used as the basis fer the acquisition. All income 


of Schwabacher & Co. not on the books as of the audit 


————— 


+p et kh eres er trees enn eae at eyn meg. 
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Gate will remain as incoxe of Schwabacher & Co., in. 


Liquidation. Similarly, all prior losses incurred 


by Schwabacher & Co. would be for the account of 

_the old partnership. The. direct expense involved 
4n cleaning up the fails and suspense dtems would be 
for she zeeount ef the Schxwabdache> partners, &3 would 
be all profits and losses ineurred in connection 
therewith. Such expenses and lesses for the accounts 
ef the Schwabacher partners would be charged by Blair 
& Co., Inc., to the accounts of the Schwabacher & Co. 
partners quarterly. All securities issued by Blais 
to the Schwabacher group (other than securities repre= 
senting present Schwabacher subomiinated loans and 
limited capital) will ‘be held in escrow by Blair as 

security for each partner ‘areeyectiys share of such 
Losses and expenses. agi such esses. ang expenses 
are penkivek, Such charses Ete ye ak against 
the subordinated indedtecness of ae Schwabacher 
& Co. partners with Blair & Co., ‘aes, te the extent 
thereof and sthervise would be charged to their equity 
position in the firm. Tne same situation will apply 
with respect to losses ineurred prior to the closing 
date. At the end of two years, ali such securities 
‘shall be released fros escrow, except to the extent 
ef a reasonable reserve established for any losses 


and expense net then realized. 


be 


meee ere Sree vote nemo 


a) 8. Ala of the partners of Sehwabacher 4 co. 
who becane stackholders of Blair & Coc, 


aetee> 


‘angttally continue on the sane salaries as are paid 


Inc». ould 


‘to thea by Schwabacher & Co., but Blair & Coe, Ines 
: would have the right to acjust such salaries in 


jaccoréznce with performance. 


_- The proposed acquisition 43 based upon the * 


assunption that Schwabacher & Co. will deliver its 


organization substantially intact, and is subject te 


required approvals of the stockholders of Blair & 


Co., Inc., and all regulatory agencies. 
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NEY YORK STOCK EXCHANGE DEPARTIGNT OF MESGER Fiass 
ASS ee ee ee 


Auguste 1, 1963 


~ Re ort on Viele to Blair & Co., Ine 
arort co visit co Blair & Co., Inc. 


BA 
Ko: Possible Accuisitton af the Doresete Offices of 


The offices of Blair & Co., Inc. were visited on 
July 30, 1568 to decersine the corporation's ability to take ever 
the operations of the domestic branch offices of A. L. Stem & Co. 


Mr. Jases 3B. Reasey, Jr., Executive ‘Slice Presidene, 
stated thac at the present time, the corporation {a merely 
sonsidering this accuisicion. 


As of “nz 30, 1968, the corporation's capital position 
as shown on the operations questionnaire was as follows: 


Asszrerate Indebtedness $30,230,009 
liet Capital 3,702,000 
Ratio 1,382 
Comaitmentes 3,237,000 


Based on information supplied by Mr. Ramsey and : 
Mr. Stephen T. Monahan, Vice President, the effece of @ possis le 
acquisition of A. L. Scaces & Co.'s comestic offices, on the hs 
corporation's iicc Capital as stated above, would be apprexisazely 
as follows: 


Blair & Co., Inc. 


Aggregate Indebtedness : $50,250,000 


Approzimste amount of A. Ll. 
Stacm & Co. customer dabit 
balances to be finenced and 
free ercodit balances 29,300 ,000 


Total “79,749,090 
—— 


Requircnent 1/26 © 3,937,500 


SS 
Mat Capital 6/30/68 $ 3,702,000 


Additional capital to be 
contributed by Slatr & CO., 
Ine. Stockholders 2,657,000 


Estimited capital to be 
coneributed by 
Mr. Alfred Stem 


Approriaate value of 
unlocstad shorts et 
Audie Dace 3/31/68 


$ 9,359,000 


Possible capital charge 

of 20% on Fail to Deliver 

aecurities over 30 days 

($6,447,000) 6/30/63 1,934,100 


a eal 


Total estimated Net capital € 6,424,900 


eS 
paneer el 


. ° Blair & Co., Inc, 


. 
* 


I was advised by Mr. Menshan chat Slair & Co., Inc. 


was not experiencing any apparenc operational difficuleies. 


. 
. 


I-was further advisad by Mr. Monahan that A. L. Stamm & Co. 
does about 1,200 trades a ciy which would represent an spprozumate 
inezease of 652 ta flair & Co., Inc. If Slair & Cso., Inc. ware 

able to retain the operations esployecs of A. L. Stam & Co. i: - 


would appear that ic could handle the acquisizion. 


RN 
M. OM. Macx ~- Exanines 
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> MEW HORM, N.Y 1000 


Kew York Stock Exchange 

Department of Meaber Fires ee 
1} Wall Sereet . 

New York, New York 


Attwation: Mr. Lascelot Alles 


Gest lesen: 


“ais is to advise you that Bleir & Co., Inc. will finalize 
the ecquisicion of che Miami Beach and Pala Seach braacses 
of A. L. Stamm & CO. O2 Octorer 7, 1968. 


ry truly yours, 
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Name of Respendent Blair & Co., Inc. Current Report ce of _March 22%, 


% 


Current 


As of 3/25/69 ___ (Date) | 


6. If response to sny section Balance 
of question 5 is “xo” show in 
the following: Control Differ- 
Account ences 


(a) Custozers'’ szccounts 

{b) Fail to Receive 
-(c) Fail to Deliver 

(d) Stocks Borrowed 

(ce) Scocks Loencd 

(£) Benk Loans 


nevenarenctionnn eee 


7. host recent capital position. — (Date) _ 3-22-69 (Date) 2/22/69 


Aggregate Indebt: dness . 
2 Cepical 
tio 

asc Value of proprietary 

Security Positions 

Net Worth 
As cf whac date were custosers' 

’ statements last ceiled? 


Approximate nuzber of customers’ 
statements mailed als t 


: 40,113 
: Fie pS 
Approximate nuxber of customers’ Jerome 


ststerencts waich required corrections. 
Approximate nuxber of customers’ 
complaints last month. 59 59 


ee 


# Figures inclcde our Wectern Divis!oa, Formerly Schvatccher & Co, 


3 
Name of Respondent Blair & Co., Ire Current Report ss of — March 23. 1969 
* » 


Current Previous Zessre 
As of (3/22/59 (Mace) As of 2/22/69 (Date) 


9. When was the last time that a # of DIfE- 9 cf DIfft- 
physical count wes made of; erences ) > Lerences 


(a) Securities in active dox. 
(bd) ALL other securities in 
physical possession. 
(c) Khen was the last time detail 
of open transfer items were 
compared to stock record. 


10. When were the following lest 
confirmed? 


(3) Fail to Receive . 3/28/69 
(b) Fail cto Deliver 3/28/69 
(c) Stocks Losned 3/28/69 
{d) Stocks Borrowed 3/28/69 
(e) Bank Borrowings 3/22/69 


(a) Greatest number of business dsys 
for which any omnibus sccount 
{and other accounts carried sy 
other brokers for your firm) is 
not reconciled. j None Rane 


ct tee nar 
Latest date to which sll bank 
accounts heave been reconciled. 2/28/69 1/21/69 


Doller difference unresolved. (3)! —— ($)_ None 


tA complete count was made the weekend of 3/15/69 wherein all securities end colletezal 
positions have been counted end the results of this count will be reported on a subsequent 


3.5 


Name of Respondent Blair & Co., Inc. Current Report as of Narch 28, 1959 (dete) 


.s 


ry 


Current : Previcus Revere 


As of _ 3/28/69 (Date) As of 2/22/89 (Date) 


(*) (*) Ch) 
; Mec. Vel. Lecrsr woe vat. 
Cozplete the ; Loans Dest: 
following: ? (Short) (Crediz) 


Suspense ; 246,653 
Accounts 


Difference 
Accounts 


Dividend 
Accounts 
(Kor.-current) : Fae Jus, 


Stock Record 
vifgferences 


Unsecured 
Accounts of: | 
Custoners 3 162,769.€€ (130,270.00 ) 


Brokers None ( None ) 


(*) Ledger Balances and Market Valves should be reported bread. 
(%%) Ditgerence accounts balances’ have been trensferred to suspense accounts. Tne balance 
reported on Line 12A represents the consolidated difference and suspense accounts reported 


broad. 


; 9.6 
Name of Respondent Blair & Co., Inc. Current Report es of | March para (D2t2) 


Current Previous Resort 


As of 3/25/69 (Date) As of 91/2%109 (Date) 


Number of Producing "Partners" 
and Registered Representatives? : 360 


Number of personnel on full cine 
internal audit stafi? 


Number of operations personnel 
exclusive of (b) above? 


Nuader of all other personnel. 218 


Totel personnei 1,070 


. f 
To be signed by ttr—~ 7. / k 1 ie 


Chief Execttive) 


(Neaber or Allied Member in Charge of Operations) 


THERE sr BE A RESPONSE TO ALL QUESTIONS OF THIS QUESTIONNAIRE. 


Re eere SA ROMAN] TH Ef BENRe ep es seman ee mn fevenseett 


NEW YORK STOC,X EXCHANGE 
Department of Member Firms 


Apri; 16, 196° 
TO: Advisory Committee 


FROM: - Department of Member Firms ; cog 


WITNESS _13 i 


SUBJECT: Slair & Co., Inc. - Violation of Rule 325 Oe eS 
PROBLEM 


Did Blair & Co., Inc. violate the Exchange's Nee Capical 


Requiremencs Rule 328? 


VIOIATION AND EXPIANATION 
—— nena AL LON 


Rule 325.15(8) provides thac “dividends Feceivable recorded after 


the ex-dividend dace shal) he considered as a current asset unless they 
Tepresent claims which are noe readily colleccible", Examiners consider 
that dividends receivable which originated more than 30 days prior to a 
questionnaire date are noc Feadily colleccible ender this clause, and 
are therefore a charge againse capical, 

In their questionnaire as of May 31, 1968, alair & Co., Ine. 
Teported cash dividends feceivable of $256,470 and Security dividends 
Teceivable of $1,613,275 without any indication 3S to what parts of 
these figures were more or less than 30 days old. Consequencly, the 
entire sum was charged by Examiners in analyzing the firm's questionnaire. 
This computation initially showed a racic of nee cap‘cal co 2ggregate 
indebtedness of 2854% with $820,352 needed ts mect the net capical 
Coquicenent, with no charge for unlocsted shore Security differences 


valued ac $858,296. 


: i ee © sai ( 
* ‘ = 


~ Blair & Co., Inc. later produced a breakdown of their dividends 


” geceivable less than 30 days old which improved capital to show an ~ 


adjusted analysis as of May 31, 1968 as follows. A capital computation 


of recente date also follows: 


Mav 31, 1968 Februarv 238, 1969 


Nec Worth ; $ 99,365,106 $14,683,000 

Aggregate Indebtedness $3,748,000 $6,988 ,000 

Net Capical ; 2,503,455 5,947,000 

Ratio 2147% 959% 

Commitments $ ,463,000 5,756,000 

Net Capital Requiremenc 2,687,000 2,849,400 

Excess Nec Capical . - 3,097,600 

Capital Deficiency 183,945 - 

Blair & Co., Inc, had incerpreted che rule concerning dividends 
receivable as permitting chem not to charge receivables which were 
subsequently collected within 30 days afcer the questionnaire dace, 
and if chac interpretation were allowed the corporation would not have 
been in violation at the questionnaire date. However, such an inter- 
pretation is inconsiscent with the basic ineene of the capital rules 
of requiring net capical related to che measurement of business shown 
by the firm's books ac a questionnaire dato or at dates when capital 
positions are otherwise computed. 

Discussion of these varying points of view and the breakdown of 
dividends receivable in the proper way consumed a Long period of time 
with the resule that the firm's letter of explanation of che violation 
is dated March 19, 19469 and is attached as Exhibie A. 

noc 

The letter also points ove that the violation would/have eccurred 
if a proposed subordinated loan of $1 million cash submitted on May 10, 
1968 had been approved by the Exchange. The proposed subordinated loan 


would have involved a loan by a parrnership to a trust and by the trusc 


ne 


t2 an individual who would have subordinated to the firm, The Exchange 
advised that it would be preferable if the lending partnership subordin- 
ated capital dixvestly to the member corporation. towever, documentation 
was never submitted to make this Loan effective, the loan subsequently 
being made in an alternative permissible way. 
BACKGROUND 

‘ Blair & Co. was admitted as a member organization on January 10, 
1987. On November 1, 1963 the name was changed to Blair & Co., Granbery, 
Marache, Inc., subsequently being changed to its present form on April 
1, 1965. 

Until March 13, 1969 the corporation conducted a retail securitics 
business through its main office in New York City and through 37 branches, 
employing approximately 306 registered representatives, On Mareh 13, 

1969 the corporation acquired an additional 16 branches and 237 registered 
: representatives, by acquisicion of Schwabacher & Co. The corporation has 
net previously violated Rule 325% 
QUESTION FOR DISCUSSION 
Did Blair & Co., Inc. violate the Exchange's Nec Capical Require- 


ments Rule 325? 


: 
e| | 
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Buair & Co. inc. 


70 eao040 ST"CET 


sew vor#a.n 7 16008 


errs OF I ™E 
Pet greta 


March 12%, 1969 


Me. GCeorsze '1. Newman 
Mew York Stinck Exchange 


Ll Wall Sere 
pole eg 10005 Plés 2 EXHI rit] 


WITNESS _9 19 Hoe 
7 REPORTER _s} cna 


Oear Mr. Neuman: OATE tata / 2. 


Mew York 


This letter {8 in response to vours of Februsry 2th addressed to Mer. Janes 

B. Raasey, Jr., relating to our answers to the Recular Financial Questionsaire | 
as of Mar JL, 199$. This respense nas Seen Colavee Seeause, at this point, 

it {3 isperscive thut se review all the data reiasive ty this very serious 
probdlen. 


Befere geins further, we wish to assure you that Glate 4 Cos, Ine, has a 
“capital casio of apprenisatety 750° and a combined ratio of Lith including 
the Sclutahacner acquisition. Se fully imgend and fave the aechanics to aaiae 
tain a rasio of less than 1$00° as you have requested. ’ \ 


With respect to the Yule 328 problem, the difficulty in this area relates 
primarily to the definitien ef the current ttatus of dividewt receivables 
and shert pesitivas in dividend accent Our acvountis.. amd reportian has 
been guided in the pst by secrion 2115. 1$ sub-parasrap': ($) of Rule J25, 
which cephusizes the colleecibility of dividends in determining currene 
status. “ev, and eur auditers, kawe assumed that suseequcnt collection 
and/cr receipt of stuck im the ordinary course of Mostaess vas sufficivat 
evidence .0 classity a dividend short of receivable as current. 


The anaecers an filed (ndicated dividesd debits of $256,270 and valuation of . 
dividerd <lhimecea of S1,913,275. This is the area of prinvipal concera in 
evaluating owe pesition wich respect to fuly 325. 

Subsequent te filing the answers, we supplied you with dividend data indle- 
catins subsequent collection, receipe of stock, duc Pr gin vte., all eve 
Viewed by our auditves, sich awee than of (aut the ~ eo al 532 indicated by you. 


At chis gaint, we sete iafermed that ihts {aforeation was net acceptable and 
that, in the view of New Tork Stes Exchunce Examiners, sivideod shorts and 
debits ecirinatias mere than 19 dava price to the questivnnaire Jute, were 
te be claswificd as wecurrent. Se lave adjusted cur tevordskevping and 
inteenal proeedures te report and contrel dividend dehita ond shorts on this 
basis and treat over 30 day items 1s nuon-current. 


Me. Ceorpge lf. Sewnan 


Rew York Stock Exchange March 19, 1969 


Subsequently, as you are aware, ve furnished the Exchanne with duta peared to 
the 30 day comept which was acceptable and substantially reduced your compu- 
tation frm $420,352 to $183,995. We could probably da mere in this area, 
but with the passage of tige the task becomes i-vracticable. 

ba a 


In the flew of correspondence between us, we asked your consideration of he 
following {tems in any determination by you. 


1. On*May 10th we requested approval of the Exchinye for addi- 
tinnal subordinaced cash in the amount of $1,000,000 from s 
non-voting stockholder. This capital was readily available prior 

to May Jist, but approval was not vbcained until July 19th. 


2. At May ise, the firm held approxinace.y $1,000 009 wf securie 
ties subject to invescment letter. These securiti-s were not 
reperted in the Answerers to the Mestiennaire. TT belleve under cet 
tain circumstances tie Exchanye has allowed partial capital credic 

for such items. 


3. Ag and prier to May JI, 1968, «tvekholders were committed to 

capply a peetion of the proceeds of a $2,100 900 jwaraniecd 
note to Ciem capital. Om July 31, 19nd, $662,090 was added to 
capital from this souree. 


lL know the above is 1 repetition of much that has been said and written pre 
viewsly. lbwever, any detumination relating tu tule 325 is a very serious 
matter tous. And, ac this tine, with the acquisition wl Schwabacher 
successfully consuesated, the results could he extremely detrisental. 


In veour final decisiun relating te the diswsitien of this satcer, we respect= 
fully request your consideration of the follwing: 


1. The «ubscantial rzmount of funts ortninarian peive but added to 
firm capital shortly after May 31, 1948. 


2. The cenfusien with the definition of a current dividend ites 
ee the seecalled 10 day tule, <hich is not a published inter- 
pretativua to our knowledge. 


3. The absence of omy credit fer favestaent letter securities Ik 
by the Cire. 


Yours very truly, 


jl hi Ahm. 


1 aly 
a. H. Hepbucn 
Assistant to the Office of the Presidenc 


* July 3, 1969 


Me. James B. Ramsey, Jr. 
Blair & Co., Inc, 


20 Broad Street 113 
New York, Kew York 10005 — 


WITNESS ster 
sore ge 
Dear Mr. Ramsey: Onte . 


Ags you know, the answars to the Regular Finan- 
efal Questionnaire ad of tay 31, 1968, peepared by 
Arthur Young & Company, have been the subject of nusarous 


letters and discussions. 6 


The answers originally were analyzed to show a * 

vacilo of 28342, with $320,352 needed to scet the minimum 
capital cequiremenes. Based on additional informacion 

submitted by the corporation, an adjuseed cacio of 21472, 
with $183,945 needed to seet minim ee was 
computed, \ 
. We have given careful consideration to the cire- 
cumstances which you have actribuced to Blair & Co., Inc.'s 
apparent virlation of Rule 325. In view of che circumstances, 
the Exchanse has determined noe to pursue the matter further 
at this cine. 

Wo do feel Le apropos to state thac in view 
of Rule 325.18(8), the Fxchange considers dividends ro- 
ecivable which originace more than 30 days prior to 1 
questionnaire dace are not randily colleccable and are 
therefore a chiege againse capletal. We understand the 
corporation has adjusted ics record keeping and internal 
procedures to cepore and control debes and shorts on the 


basis of Exchange interpretation and eet over 30 day 
items as non-current. 


Me. James B. Rimaty, Jr. July 3, 1969 


You, I am surc, reilize the crpieal requirements 
of the Exchange ire pare of 1 program which ittempts to 
sofcguard the public ind ic is itneumbene upon the corpo- 
ration ind chose persons responsible for computing capital, 
bo be awire consc.intly of the cinitril position 1s well as 
being familiie with the cipleal Rule and it3 Supplementary 
Material. Should your net capital it some fiture date be 
less than the minimum required due co 1: simitic siturcion, 
er for any other reason, Le would be necesartry to repore che 
mitter to the idvisory Commicsce of the Board of Governors 
for whitever accion ict deems necessary under the circwastancas, 


If you have any questions, please do noc hesstate 
to contact us, 


Vecy truly yours, 


cS byduus 


Robert MH. Bishop 
Vice Presidenc 


RASpies:ac 


Exhibit R 


NEW YORK STOCK EXCHANGE 
Depestment of Mexber Firns 
February 17, 1969 
TO: Board of Governors 


FROM: Department of Memter Firms, and 
Schwabacher & Co. ard its General Parmers 


SUBJECT: Statement 2f Facts, Charges and Adzission of Violations of 
Rule 440 and SEC 2ule 17a-3, both dealing with the maintenance 
of books and records, Rules 402 and SEC Rule 8c-1, both deaiing 


with the segregation and hypothecaticn of securities, and Rule 
342 (supervision and control), Rule 401 (gcod business practice) 


and Rule 417.13 (audics) 
STATEMENT OF FACTS 
Schwabscher & Co. has been a member organization since March 1, 
1930. Im the past faw years, they have conducted a diversified securities 
business from ckeir cain office in Sar Francisco, California, and 15 
branch offices. Schwabachaer & Cs. bzs 23 ganarel psrtmasrs, %3 lisitad 


partners, 193 registered representatives, and 612 operational anc other 


personnel. They handle approximatel; 24,260 active custcners' accounts, 


of which 4,239 are margin accounts. 

Mr. Albert E. Schwabacher, Jr. ia a senior partmer wno during 
the last three years nas been the firm's chief executive. The principal 
capital partmers are Mr. Schwabacher, William M. Cahn, Jz. and Clarence é. 
Heller, whose interests in capital are 2?.858%, 12.572% and 13.7142, 
respectively. Mr. Schwebacher in 1966 was elso zanaging partner. Darrall 
J. Winrich was managing partner from nid September 1966 co the end of 
Decemher 1967. Mr. Schwabacher was managing partner {n she interim until 


March 3, 1968,when Richard W. Muiz became the firm's maraging pasar. 
, ’ $ 


a2 ew 
Mr. Winrich's background was in security analysis. Mr. Muir's background 
was in sales management. 

Mr. J. H. Moelter was employed by the firm in June 1967 and 
became a general partner on July 6, 1967, in charge of operations. Mr. 
Moelter was succeeded in operations management by Mr. R. L. Holvenstot 
in August 1968. 

A February 1965 Exchange examiner's visit and an August 1965 


audit showed no major operations problems. In January 1965, Schwabacher 


& Co, converted its bookkeeping operations to the Midwest Service Bureau's 


facilities. In April 1966 it was reported to the Exchange that the csu- 
version was not as smooth 4 na firu would have liked it to be. It 
was learned late in October 1966, as the result of an audit, that short 
security differences were almost $14,000 700 indicating a substantial 
failure to keep accurate records. However, chis figure was reduced within 
4 days to about $4,500,000 and a week later to $3,700,000. Beceuse cf 
these differences, substantial cipital was contributed to assure compliance 
with Exchange minimum capital requirements. As a result of the differences, 
there was also a substantial delay in completing the audit and returning 
answers to a regular financial questionnaire as of October 28, 1966. 
The answers were received March 3, 1967, which was 93 days following the 
original due date. They showed shore securities differences amounting 
to $2,376,757. The audit also showed securities not properly segregated 
of $6,866,910. 

Although special efforc was made to corre~* pas. ‘ifferences 


and eliminate the possibility of new ones being created, over the next 


©3-< 

two years the changes in supervisory management, the acquisition of new 
operating personnel and assistance given by accounting firms failed to 
provide Schwabacher & Co. with reasonable control of the input of its 
business to assure current records which were in balance ai reasonably 


accurate. ‘ = 


By way of illustration, an Examiner's visit in September 1967 


resulted in a 65-page report of record keeping deficiencies, the longest 
ever produced as the result of an Examiner's visit. The report dealt 
with out-of-balance conditions, errors in submitting financial question- 
naires, comming ling of partner and customer securities in the ira's 
safekeeping box, excessive "edits" representing errors of input to che 
Midwest system, inadequate attention to customers' unsecured debits and 
short positions, inordinate delays in COD deliveries, payzant of customers 
and laxity in transfer in cases of sales of non-negotiable securities, 
security count differences, under-segregation in margin accounts, failure 
to segregate fully paid for securities in cash accounts, deficiencies 

in accomplishing shipping instructions, delays in margin department 
release of transfer instructions and cage processing of transfer instruc- 
tions and segregation instructions, unauthorized release of segregated 
securities, lack of control of excessive fails, unreconciled clearing 
house accounts and brokers accounts, a breakdown in new accounts procedures 
resulting in loss of concrol of commingling of customers securities 
without consent in bank loans, commingling of partners securities with 
customers in bank loans, unreconciled suspense accounts, and dividend 


department out of control. 


be a 


. ' 
on tes J 
Although reports by the firm to the Exchange thereafter indicated 
an improving condition, early reports from an audit by Hood and Strong as 
of August 30, 1968, indicated differently. Consequently, an Examiner 


was sent to the firm in November 1968. He found that there were approxi- 


mately 31,000 "edits" indicating record-keeping errors which needed 


correction, that there were more than $7 million of DK fails, that 
monthly fail figures reported to the Exchange were inaccurate by as 
mich as $6 or $7 million, that dividend condition could not be determined, 
that control had been lost over a major bank account, that 10 suspense 
accounts of the New York office were out of control. 

The answers to a financial pastime based upon an audic 
by Hood and Strong as of August 30, 1968, could not be submitted uncil 
November 20, and indicated that the firm's records were in far worse 
eondition than had been known. 

At or about the audit date it was thoughe chat the short 
security differences were substantially less than eventually reported 
in’ the firm's financial questionnaire. An operations questionnaire 
received from the firm as of August 30, 1968, the audit date, showed 
long and short security differences of $4,883,633 and $2,942,651, 
respectively. The financial questionnaire as of the same date showed 
the market value of these differences to be $7,743,619 long and $7,103,251 
short. The auditors did state in their report that many correcting 
entrics have been made by employees of the firm which could not be taken 
into consideration by the auditors either because che adjustments could 


not be located, or if located not accepted, the entries ware received 


2S A OR SL IEEE SRNR ECA BEI IN rama a A REM PE I a 
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too late to be verified or made as of a date subsequent to the audit date. 
The auditors stated in their report that differences to a considerable 
extent were the result of the unsatisfactory condition of the accounting 
records and material inadequacies in the internal accounting controls. 

Schwabacher & Co., as a result of its inability to handle irs 
business on an operationally sound basis, was first placed on restriction 
by the Exchange in February 1968. The firm was restricted from increasing 
its registered representatives and offices and asked to reduce its volume, 
paren ~— opening of new accounts, cease trading and reduce underwritings 
and advertising. Later a restriction was placed on the number of trades 
the firm could handle on a daily basis. 

In late October 1968, the Exchange determined that the business 
of Schwabacher & Co. must be further reduced, and in early December 


placed a December 15 deadline for the firm's decision either to nerge 


with another firm or sell a number of branch offices. 


By that date, arrangements for a merger with Blair & Co., Inc. 
were completed, to be accomplished about March 1, 1969. Since mid- 
December, the operations of Schwabacher in San Francisco and New York 
have been under the effective supervision of executives of Blair & Co., Inc. 
"| On seveval occasions during the past three years, Schwabacher & 
Co. has had short security differences which if charged against their 
net capital would have resulted in violations of Rule 325. However, ic 
has been the practice of the Exchange instead to insist that a substantial 


cushion of excess net capital be maintained against short security dif- 


ferences, the amount determined in individual cases by the age of che 
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j differences and related circumstances. It has been necessary on several 


eecasions for the Exchange to require Schwabacher & Co. to raise substan- 
tial excess net capital in view of their short differences and they have 
done 80. 

The Deper tent ‘of Member Firms charges on the basis of the 
above Statement of Facts that: 

(1) Sshwabacher & Co. and its general partners violated Rule 440 
and SEC Rule 17a-3 (bocks and records), Rule 402 and SEC Rule 3c-l 
(segregation and hypothecation), Rule 342 (supervision and control), 
Rule 401 (good business practice), and Rule 417.11 (audits). 

(2) Albert E. Schwabacher, Jr. violated Rule 342 (supervision and 
control) and wes principally responsible for the firm's violations. 

The firm and its general parters are subject to discipline 
under the provisions of Sections 6, 7, 10 and 16 of Article AV of the 


Exchange Constitution. 


Robert M. Bishop 


NEW YORK STOCK EXCHANGE 
April 3, 1969 
Board of Governors 
FROM: Advisory Cocmittee 


SUBJECT: Disciplinary Charges against Schwabacher & Co. and 
Related Persons 


The Advisory Committee has considered the staff mecorandun 
dated March 27, 1969 and Offer of Settlement by Schwabacher & Co. 


dated March 24, 1969. 


The Committee recommends to the Board of Governors that 


the firm and its general partners be found guilty of violating 
Bule 440 and SEC Rule 17a-3 (Bocks and Records); Rule 402 and 
SEC Rule 8c-1 (Segregation and Hypothecation); Rule 342 (Super- 
vision and Control); Rule 401 (Good Business Practice); and 
Rule 417.11 (Audits). 

The Committee recommends that the Board accept the firn's 
Offer of Settlerent that the firm should be fined $50,000 for 
these violations; and Albert E. Schwabacher, Jr., as the senior 
general rartncr and chief executive, should be fined $25,0C0 and 
censured before a subsequent meeting of the Board of Governors, 
and is not to undertake any duties in supervision of operations 
of any member organization for five years without the mrior 


approval of the Exchange. 


« 2 « 


For the information of the Board, the Committee also 
determined that Alfred Lisi, former partner in charge of cpera- 
tions, had violated Rule 342 (Sunmervision and Control) and should 
be censured before a subsequent meeting of the Advisory Committee 
and fined $1,000. 


The Comittee determined that no action be taken in con- 


nection with the charges against J. Henry Moelter, former partner 


in charge of operations; and Darrell J. Winrich, former managin 


partner, 


April 10, 1969 


Censure of Albert =. Schwabacher, Jr. 
Mr. Schwabecher: 

The Advisory Committee of the Board of Governors as well as 
this entire Board have carefully considered the disciplinary charges 
brought against you personally, as well es Schwabacher & Co. and its 
other general partners. The staff report of February 17, 1969 and 
the answer submitted in behalf of yourself, Schwabacher & Co. and 
its other general partners dated Marsch 24, 1969 including the con- 


sent to penalty, have received our attention. 


The condition of Schwabacher & Co.'s records throughcut the 


period from early 1966 until ic became e@ division of Blais & Co., Ine. 


was such that there can be no doubt violations of Exchange Rule 440 
and SEC 17a-3 did cecur. You and your former fira of Schwabacher & Co. 
have also agreed to the stipulacion chat Exchange Rules 342, 401, 402 
and 417.11 as well as SE< ule 8c-l were violated. 

We are sure you fully realize the seriousness of the situation 
that occured, but we wonder if you and your partners fully reccgnized 
cca these three years of inadequate and inaccurate records che 
real jeopardy in which you placed your customers' interests and the 
possibilicy that the Exchange and its entire mexbership might also 
suffer as a result of Schwabacher & Co. having lost control of ics 


affairs. 


a 


Although it is recognized you personally and other partners 
of your firm endeavored in various ways by employment of additional 
capital, use of outside accounting assistance and changes in super- 
visory aisiinisinbit to correct and eliminate the conditicn, the Ex- 
change cannot and does not intend to condone inadequate and lax 
. 


supervision of the affairs of its members. 


: For having violated the rules previously rentioned, 


Schwabacher & Co. is being fined $50,000. 


You, Mr. Schwabscher, as senior partmer and chief executive 
of your firm during the last three years, are considered to be 
primarily responsible for the condition having originated and con- 
tinued for such a long period of tine. We censure you for this 
and fine you personally $25,000. 

- Am an added penalty, you may not accept without prior Ex- 
change approval, any duties in supervision of back office cpera- 
tions of any member organization for at least five years. 

We are aware that private proceedings have been taken against 
your firm by the Securities & Exchange Commission. The Securities 


& Exchange Comnission will be nocified of this proceeding. 


(Securities Exchange Act Release Ke. 84/7) ADMINISTRATIVE PRKCCEDOISG 
FILE nO. 23-1635 


UNITED STATES CF AMERICA 
¢ befor? ths 
SECURITIES AD Most Cod ssicu 
August 28, 1969 


In the Matters cf 


SCHWASACHER & CO. 
100 Montgonssy Street 
gan Francisco, California 


(8-3913) 
ALBERT E. SCHWABACHER, SR. 


Securities Exchange Act of 1934 - 
Sections 15(5). LSA and 19(a) (3) 


In these proceadings purszant to Sections 15(b), ISA and 19 (a) (3) 
of the Securities =xchange act cf 1934 (“Act”), an offer ef sectie csr: 
was suhattted by scshwabesher &@ Co. (“regestract”), @ partnership 
registered as a oroxer-dealer, and Albert 2. Scnwabacher, <5... she 
senior general partner and chies exacucive c? ragisirant. Uncer the 
terms of the offer. respondents waived a hearing and post-hearing pro- 
cedures, and, without aczitting ths allegations cf the orier for procaec- 
ings, consented to findings of willful viclaticns a2 the record-reep.i7s. 
hypothecation, and reporting provisions of the Att and cules cherecr.cerc 
as alleged in sucn order. Aespordencs further consented 2c the entry 
of an order censuring then. prohibiting schsasacher trea undarcanin5 
certain supervisory functiors, and imposing varicus tems anc condi- 
“tions. )/ 


After due consiceretion of the offer of sattlacent and upon the 
recomnendation of our stiff, we nave determined to accept such offer. 
On the basis of the order for proceedings. the cffer of sectlerent. ara 
certain materials attached to the offer, we taxes the findings set forth 
below. 


Violaticns 3€ Recor3-Kyeotng. Hypothecstion a2 sins erovigis=z 
ms Between Janvscy 1, 1966 and July 11. 1968. wnun we issued our 
order for proceedings, registrant, willfully aided and acetted Sy 
Schwabacher, «illfuliy violated section 17(aj cf the act and Asle 17a-3 
thersunder in that registrant failed to =axe oc keep current a iarge 


Y/ Rouwpondents' offer of settlement recited that no fact stated thero:a 
Constitutes an adnissioa by them in any Wher proseeding except to 
the oxtenc that it may lawfully se consicered by the Commission ag 
to them in any subscquent asunistrative proceeding pursuant to 
Sections 15(b). LSA and 19(a)(3) of the Act and S2ctionm 203(c) of 
the Investment Advisers Azc Of 1750. 
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nunber of the books and records relating to its businass. 2/ During 
the same period, registrant. willfully aided and acctted by Schwacacner, 
willfully violated section 8(c) of the Act and Rule 82-1(a) (2) there- 
under in that it hypochacated and permitted the hypothecation of 
securities carried for the accounts of customers under circunstances 
permitting such szcuritias to ce commingled with securities carried 

for the accounts of persons other than Sona fice custoners uncer liens 
for loans made to registrant. In addition, registrant, willfully aided 
and abetted oy Schwabachor, willfully violated Section 17(a) of te 

dat and Rule i7a-$ thereunder in that it failed to file timely reports 
of its financial condition for the years 1966 and 1967, and those 
reports, when filed, were not duly certified. 


In January 1966, registrant converted its bookkeeping operation; 
to the Midwest Service Sureau's computerized accounting systen. In 
April 1966 it was ceportec to the New “ork Stock Exchange, of which 
registrant was a nemser, that <he convers:on was not as gi0cth as 
registrant would have likec. = audit sy the Exchange discloses iA 
October 1966 that short security differences were almost $14,000,000. 
indicating a subscantial faiiuze to keep accurate cecords. This figure 
was reduced within about 11 days to $3,700,C00 and sudstaitial capital 
was contrisuted to assure <cx-pliarnce with the Exchange's ainimm 
capital requirecen=s. 2ecacse cf the differences, completion of th 
audit was delayed and answers to a regular financial questionnaire were 
not received until March 1967 ard showed inferences of $2,376,787 aad 
securities not properly segregated of $6,966,910. 


Despite special efforts over the two next years to correct past 
* aifferences ani prevent new ores, there continued to be a failure to 
maintain current records that were in balance and reasonably accurate. 
Toms, an Exchange examiner who visited cejistrant in Septeccer i967. 
gubmitted a report listing a large nuccer of record-rneeping def:- 
ciencies. }/ A further examination by the Exchange in Noverper 1968 


a 


— 

2/ The books and records that were not made or maintained consisted 
of blotters 2c other racorés of original entry: records coflecting 
all assets and liabilities. i:ncome and expenses and capital accounts: 
records itanizing seperately, as tc each cash and margin account of 
customers and of cegistrant and its partners, all purchases, sales, 
receipts, and ¢eliveries of securities and commodities for such 
account, and all other desits anc crec:ts: records ceflecting 
securities in transfer, dividends and interest received, securities 
borrowed or loaned, monies cdorrowed or loaned and the collassral 
therefor, and securities failed to receive or deliver: a record 
reflecting sepaseately for each security as of the ¢clearancs datas 
all *long* oc *short* positions (ancluding securities in safexeoping) 
carried by registrant for its account oF for the accounc of its 
customers or partners ana showing the location of all securities 
long and the offsetting position to all securities shoct ana in all 
cascs the name of designation of the account in which #ach position 
is carried; acd records :n cespect of each cash aid margin account 
containing the name ans sidress of the beneficial owner of such 
account and, in che case of & margin account, the signature of 
guch owner. 


Tne deficicnesos consisted of out-of-balance conditions, errors in 
submitting financial questionnaires, comssingliag of partace and 
customer sceurities in registrant's safekceping box and :n bank 


CONTIN ED 
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é disclosed approximately 31,9C0 record-keeping errors, moro than $74 
million of fails, and inaccuracies sy as cvich as $6 or $7 million 
in monthly fail figures resorted to the ixchunge. In addition, dividend 
condition could not se determinad, record-xcoping control over a major 
benk account hed been lost. and ten suspense accounts in registrant's 
New York Office were similarly out of control. 


Beginning in Februery 1968. the Exchenge placed variois restric- 
tions on registrant because of its “inability to handle its ousiness 
om an Operationally sound Stasis.“ Additional restrictions were imposed 
at the suggestion of our staff in July and August 1963. and restraints 
fy were also voluntarily adopted by cegistranc in cesponse to Excnange 
inquiries cr to assuce compliance with the restrictions. Inc ided were 
prohibitions against the cpening of new cranch offices. advert sing. 
and the conducting of investment classes, as well as restrictic 3 on 
new registered representatives, new accounts, margin accounts 4a i 
required margin, trading activity, underwriting originaticas, biciing 
comnitments and percticipations, lending of sscurities, and partnership 
. withdrawals. 


In October 1968. the Exchange determined that registrant's 
business had to se further reduced, and in early Decamoer placed a 
December 15 deadline for cegistrant's cecision either to =erge with 
ancther ficm oc sell a nunber of beancn offices. Ay that date. arrarge- 
' ments for a mergar with dlair &@ Co., Inc.. @ ragistered oroker-dealer, 
yece completed, and since Ferrcuary 28. 1959, operaticns of registrant 
have been under the supervision of @lair ex@cutives. 4/ Pursuant *o 
_* gettlement in Apcil 1969 of disciplinary proceedings srougnt oy the 
Exchange in which registrant aid it: general partners, fsr the porpose 
of sattlenent only, adzitted violations of rules of the Exchange and 
this Commission with respect to Socks and records. segregaticn and 
hypothecation, supervision and control, good business practica, and 


mee ase 


{ 3 Cont inued/ ; 


‘ «4 area loans, excessive "edits," representing errors iisclosed by the 
Z ‘i Midwest systen’s computer, inadequate attention to sustoners’ 
‘ . unsecured debits and short positions, inordinate <@elays :n CoD 
Geliveries and payzent of custoters, laxity in transfer in cases of 
é sales of non-necotiacle securities, security count differences, 
undersegregation in margin accounts, failure to segregate fully 
paidefor securities in cash accounts, deficiencies in aceocplisning 
; shippinyinstructions, delays in margin cepastnent release of transier 
‘ instructions and cage srocessing of transfer instructions and segrega~ 
tion instructions. unauthorized releese of segregated securities. 
lack of control of cxcessive fails. cnrecornciled clearing house 
accounts and broker accounts, a breakdown in t@w accounts procesures 
resulting in loss of control of comsirgling of customer secur:ties 
without consent in bank loans, unceconciled suspense accounts, anc 
less ef control of the dividend cepartment. 


4/ At about that time, according to the Excharga, registrant had 15 
branch offices, 3] ceneral partners, 13 limated partners, 193 
registered cepresentatives, 612 operational and ocher personnel, and 
approximately 24,260 active custemers’ accounts. of which 4,239 were: 
margin accounts. 


On May 8. 1969 the Exchance detcrmined, on the bisis of iaprovesents 
im operation cendations of registrant. to modify tha fuctrictica 
against approval of new cequsterwd copresentatsves and to rescina 
the custriction on underwriting activities, 
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audits, registrant was fined $50,000, and Schwabacher was fined $25,900 
and censured. in addition, 3chwabacher agreed that he would no! under~ 
take any supervisery cuties with respect to back-office operations of 
any Exchange mesber for five years without prior approval of tie 
Exchange. : 


P2bdlic Interest 


A firm's obligation to investors to conduct its securities busi- 
ness ona scourd basis requires that it be sensitive to any back-office 
problem ss scon as it arises, and take prompt and effective steps to 
being itself into compliasse with applicable cules and, if recessar7 
to prevent further delinquencies, to curtail activities not essential 
to providing service to existing custcmers. The maintenance sof the 
beck-office secharisns and their relation to the firm's overall opera- 
tions must be the subject of constant close attention, in order to 
insure that custeters' interestsare ceing served ard protected. A fail- 
ure to effect prompt handling of all record and delivery requiremencs 
not only imposes substantial risks on the firm's own customers sut 4iso 
en those of the broker-dcalers with whom its transactions are entered 
into. It tends to have a chain effect which can compound the delays 
and risk of injury and adversely affect investor confidence in the 
securities =aerket. The increasingly severe reszrict:ons imposed to 
correct registrant's continuing cack-office deficiencies, evan 29 th 
extent of requising the {ism either to serge wich another rn Setter 

epared to deal with then or to recuce the nucber of its branch 
offices, reflece the sericus concern with which such deficiencies are 
wiewed and the importance of a broker-dealer firm's recognition of the 
full megnituce of the proble. 


The offer of settlement in the instant proceedings provices that 
we may censure ceszcrndents: reqiire registrant, as a division of Slairc, 
to continue ~eking its weekly report of condition to our San francisco 
Regional Off1¢c2 ana to the Exchange (such reports may 56 sonsoliaaced):; 
continue the existing restrictions upon registrant: $/ reserve <5 
right to reiastituce these proceedings, upon five dsys’ written notice, 
in the event of @ sreach by registrant of any of such restrictions which 
" Bas not been corrects? within the notice period, provided that th 
ececurrence of the breach shall be an issue tu be determined a: a hearing: 
and prohibit schwabacher from undertaking any éuties with respect to 
supervision of tack-office cperations of any oroxer-dealer without prior 
Comsissiom approval. ‘The offer further states that while Scawasacher, 
for the year ceginning March 1, 1959, may de @ vice-president of Blair, 
es one of 12 or 13 members of its Corporate Finance Department. his 
@uties would not be cof @ supervisory nature. $/ 


owen ere 


S/ Registrant or Blair =ay apply to us at any time for removal or modifi- 
cation of the restrictions. Respordents represent that while the 
restrictions were of ~aterial assistance in the rusolution of the 
Operational difficulties which rasulted in the instant proceedings, 
they believe that such restrictions are no longer neces. ry. 


Responzents represented it was their uncerstanding that Blair, as 
registrant's successor, would sake appropriate representations of 
undertakings to the Csmussicen necessary to continue the jurisdiction 
of the Commission with respect to Frogistrant, including undertaexiags 
requiring the ssonission cf weekly ceports and permitting che 
reinstitction of preeccdirngs in “he event that the operations sr 
books and reesras o: the Schwaoacher division of Blair materially 
deteriorate. Blair has submitted a statement to the Commissicn in 
conformsnce with cuspondents' understanding. 


- 


C} 
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Respondents urgedin mitigation that registrant's accounting 
problems began with its conversicn in January 1966 to the -udwest 
system ducing a pertod of unpreccdentes increases in the volume of 
market activity, and were coxpounsed oy the airéfieulty in locating and 
engaging compezent oparations personael experienced tn that system; 
that in December 1968, six of registrant's partners ootained a bank 
loan of $3 million wnich thay loanadc to registrant as now capital on &@ 
gubordinated besis; and thac the acqsi sition of rezistcant by Blair 
resulted in the loss of cegistrant's independence and autonony and 
terminated a $O0-yeer-old firm that had played a responsible financial 
role in the West. They further stated thac the totals of fails to 
deliver and fails to receive hava shown substantial improverent over 
the Last seven months; 7/ that progress nas Seen mace in the suspense 
eecount arising from tha August 36, 1968 audit: G/ that the cashier 
department has been cempletely reorganized and, azong other things. 
processes customer complaints on @ current pasis;: that the number of 
Midwest system “edits,” reflecting Soth current errors aad hastorical 
errors which-tave not been completely corrected, has shown improvezent 
over the past several mont s; 9/ and that contre. of current operations 
has been achieved by implementing procedures which monitor proslen areas 
and by taking action to correct any errocs thus revealed. 19/ 


under al) the circunstances, including the disciplinary action 
already taken aginst cespondents sy the Exchange, and giving due 
consideration to the recanssncaticns of cur staff, we think it appro- 
priste in the public interest to dispose of the proceedings in accordance 
parti the offer submitted and itpose the sanctions permitted by such 
er. 


W/ Fails to deliver were $2,665,000 for the week ending Ausust 30, 
1968, compared to $7,106,000 for the week ending Apri: 3, 1969, 
The covresncnding figures for fails to receive were $48,996,960 
and $7,522,000. 


§/ suspense itoas were long $9,573,000 and shoct $8,‘80,000 for the 
week eoding Septender 13, 1968. compared to $1,681,771 long and 
$1,046,311 short for the week ending april 3, 1969. 


9/ There were 30,183 “edits* for the week ending Octoter :8, 1968, 
ed to 15,340 “edats® for the week ending April 3. 1969. 
Registrant, acknewledjing that “edits< should number less than 
10,000 par week, states that in view of certain projects tnat 
ace planned, reductions in the nuaber of “edits*® are expected to 
continu. 


30/ Cited by respondents as anong the most significant of the programs 
installed to assure current control of operations are a peosesure 
assuring the current dalance and control of trading activities on 
all oxchanges and the over-the-counter market; the daily pecseass- 

ing of the basic “edit used tO Talaceain eontcol of cash and 

gecuritics entries to the computer cecerds: a weekly box count of 
all securities in the active box in both the San Francisco and 

New York officva; and a dasiy resonciliation of bank calances in 

both the cashier's and the accouncing departrenc's records. 
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accordingly, IT IS CROERZD that snspondents be and they hereby 
are, censured, that Albert W. Schwapacher, Jr. Se. and he hereby is, 
prohibited from uncertaking any sipervisory duties with respect to 
back-office operations of any broker-cwaler without prior approval of 
the Commission, and that the other terms and conditions specified ia 
the offer of settlement be, and they hereby are, inposed. 


By the Carmission (Chairman BUDGS and Commissioners OWEiS. WHEAT 
and SMITH). Cocraissioner UEEDUAM not participating. 
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Me. “bers 2. Seheabecher, Jr. . 
Scussssssx & Cs. 

100 Meneresery Street . 

San irancsco, California 941046 


Dear Al: , 
F <@ appreclste Che Gecatled report is your letter of 
Marca ct. 


Vietbousyh the ezente ta Cype sus te tsetlon in voluse 
of aovertsing zepecced im cant letter are ta che eiyhe 
‘Siracties (2 west So uz S3et Le ecules ee os prio3l2 be 
furcher reduced. qual sttenction enould te thv2an co seducing 
other fers of pzsaotlot. 


“se Campmor cansane co the acd facie se of 37 vegis- 
cered representatives ca wAten zou fea, comitred. Fiesse 
have tha: Lasc tevleres hos +4 CO rts Rr. hed Maye pemMeis 
may de Caicellec vf decerted enc praesent produlers who might 
be carminced. tf evs muc dacreisea (4% 796 seleced to below 
25, please conetcat wnethar you aay not have branch offices 
whish mint aa sold. 


Tf sae of writ enerscion® sersq..e Ie seatseyced, 
please clicontinue permitting tae a Cy trrvice ristoner *enONNes 
ane assim rats seounes co. Brviecle cog fered reacerenta= 
Cive. Tr objective is to devote full oseritions wanpower 
to thels :ciatsy fob. Ss outed Awe ne abiestionw co some 
comrsissis credit being given to cen whose sccounts are 30 
resssisne. 


You sre curvently cvcplecing « vpcetal opvrations 
quertionrmise. 4 simile: report should be ade to the Uxchenge 
at the en: of esc mouth, ‘fue nov luter cnun the Loch, and 

/rupplenexc J by 2 letter describins proarctr made which is not 
shown in cha questicunaire. Tae current questionnalre end 


: Marche. “3.” 


a 
your letter of Har:n 2U will fulfill chis requiremenc for 


Ove 


encloses is a special letter which will be required 
in connection with eny new capies! coneriuucore or renewels 
of capital zrom otzezs tnan aembers and ailled snusibers during 
the duracion of the special restrictions. Flense bene in aind 
thre £ have autuecity to upprove enpical coueributors «ichout 
the umiel postin; coriod in emervency cas23 where ie is 
neces vers CO M4¢ eapicel requirements. 

. a 

I osm elses capecting to receive a Lecter explaining 
yout plans for cortstaios your bustnes< in rhe event chac 
dati; average volice excceds 17UU trsdes curing 2 week. I am 
enclosins a List of iduas for this purrose. 


aris SI tA 


£ c 
SEP RODTAT Fasc) 


Robert M. Bishop 
Vice Presidenc 


CI.Mhem M. Cure, 35, 
CC. fv.we.Haack 


EA er rm mm tm ete ree tne Fete Bee 
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ad 


F< SNR 6 RETR TI RBT SET Tas OTT ART TE RT I SOT ETE IL RTE LTE NL TLT eT LOE ORT RTT ORE TH OER TIRE A TUM SSE 


a) 


New Yark Stock Exchange aioe 


il Wall Serecec 


New York, New York 19905 “pl / 
‘ ce \A2_EXHI 
Attention: deoartmene of Mamber Firms - WITNESS 


wivistion of Fluounce oe sibel es, ts 
! . 


Gentleman: : 

sccepecing Che suscestion of the New York Stock Exchunge, 
T have comiccted such investigacion of Schvabacher G Co. (the “Firnm') 
‘and of {t« rartluiguety or IT ceativer decirctle, “gpropriate anc 


neceusary wsder the cizesu:tances aad I t:ave been furnisaed with all 


Sitnswmcici CucoxaStos: with see; - to Sh. Pine us 0 inwe raquested, 


ineludtrg Che Latest cercified aucirc by 


éaéated 


and 3 tecunf computccion of net capital prepared 
by the Tiru -s cf . (Insere "/") 4s not 
beii.g msce in reliance upon the Firw's standing as & nember 
Orgsnizaticr or tna New York Stock Exchenge or cn the Exchange's 
Surveillonec Cf the cupital posicion of the Ficm. 


*T om Cenilier vith che fret, tec the New York Irock 


Exct.ange has placed restrictions upon the Flen ae set forth in 


tes letter of 


Scant esr neae eRe aR RETIREE N TT O EES 


*Il am (also) familiar with the fact that an audit of the 


Firm tas been in precess since and that answers to a 
finoncial questionnaire bared upon this sudtt have noe been submitted 


to che Exchange. 


oe 2 a . 


ii fe ~" 


- - I agree that the New York Stock Exchange has no 


responsibility to disclose to me informacion concerning the Firm 


which it may now.have or at any time in the future may have or to 


Protect ay interest in the center orgenization, and I vill hold 
hormlesa Ci Naw Yor’ crock cxchoree, its Soectal Trust Fund ‘and 


each governor, officer, trustee or employee of sxid Exchanye or: 


Pr 


Fund for any claim with respect thercto. vet 


Very truly yours, 


. 


Tnasert A where appitesaley - 


My Lualtes copical contribucion 


25 


My subocticited loan co the Cir.a cated 


Seat eta tometer neteuieevBenceeme NN A, 


*These puragcapas yaed 12 aposoprists. 
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June 25, 1968 


sah 


Schwabacher & Co, 
100 Montgocery Street 
San Francisco, Calif: 


Attention: Mr. A, E. Schwabdacher , Pile 


. @ 
Gentlemen: . 


We have your letter cf Jime 3rd ingutring 
abour che necessity of furnishing us with a certain 
letter {n connection with Jacob Could Schurmaa' g 
$75,000 “exsteal" borrowing from the Bank of 
California... 


Please be advised that the fora of letter 
enclosed with Mr. Robert 4, Bishop's letter of ‘arch 
28th was intended to apply to all contributérs of 
Capital. Therefore, a copy of this letter will be 
tequired in Me. Schurzan's case. ; . 


Very truly yours, 
Divisin of Finance 
ne ) 
John P, Videctt 
JPVidetti:mab 


cet Mr. Willtam M. Cahn, Jr, o, f ( 


New York City Ue, led : 
Ail» sl 
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_ New York Stock Exchange ua : F 
ll Wall Street oS aia New = 
New York, ew York 10005 

: d(6 cog (3 
Attention: Oepartment of Meaber Firms - WITNESS 
ion of Financ a REPORTER FE 
; -* PATE = 
Gentlemen: = : 


a 
Aceepting the sugscstion of the New York >coce cxenunge, 


I have conducted such invectixution of Clair & Co., Inc. (the "“Corpora- 


tion") end of its participants ac lt conciéce uerirable, appropriste 

and necessory under the circunstances, and I mm aware of and aa fully 

informed with respect to the propoacd investaent by the Corporation 

into Sehwabacher & Cine My cubordinated loan to the Corsorarcion 

dated {s not deins sade tn reliance upon the 
—etanding a8 a menber organisation of the Mew York Stock Exchanze of 

etthur the Corporation or Schwabacher S Co. ar on the txchange's 


surveillance of the capital position cf the Corporation or Schwabsches 


& Co. 


L ao Caalifar with the feet that the Kew York Srock Exchange 
has placed restrictions upon Setwabacher & Co. as sect fort in its 
Letters of 2727 hy Gt Bist! fo int Yes] oho : 

I agree that the New York Stock Exenenye has no responsibilic: 
to cleclose to we informaiton concerning the Corporation oc Selwabacher 
& Co. which Le may now have or af any Cime tn the fucura may hove or 
to protest my interest Sa the Corperstion, anu T will nold larcaless 
the few York Scock, Cxchange, its fpectel Trust CunJs end each 


Ve, 


pen Pees 


. governor, officer, trustee or employee of said Evychango or Fund 


for any claim with respecte to the aatters referred to herin. 


Very truly yours, 


Hay &, 190) 


te. Jawes: B. Rousey, Jr., President : por ote 
blair a Co., inc. i e | 
2 Breed sercet ES exnierr 74 


; ; WITNESS Bis hor 
ew Yorn, ew York 19004 pla aa 


OATE f= 7-9 
Dear Mz. Rensey: is 


This is to coufiem the decerutant tons made at a 
mecting held on My a, Lyu9, with Mr. Senjtmin qd. Hepburn, 
Me. &aymond Holvenstoc, and Mr. Josepn Jiley of counnel. 

As yeu anow, the purpose of this aceting wis co discuss 

the current operition conuitions of the Selwabacher ulvistos 
of 2l3te uw Ca., Inc. and so consider wnetnes some cosifie 
‘gation should be mide (n tre owesting restrictions Laposes 
by tne Exchtage. Bised on the LInforaition provicad by 

Mr. Holvenstot indicating, layruve ment ta operatloa con- 
ditions, the followLay seterainations were mide: 


i. The restriction ayainage Approval of ncw 
-registeres representatives {3 modified co 
tne extenc Chit we will noe object tO your 
hiring sufiiclent registercs yetsoanel co 
ratec the quoct of 179 as of Npeil JJ, Lvov, 
to 183, the quota on Miech 1, Woes. 


Tne restctecton on aAvcewrttang aecivictles 
is rescinded completely. 


ALi otner reseelettons vill rerania in full force 
and elfect uatil gucn tine ts we Coel the staturx ot she 
operations of Cac seinvabaches Jivésion fs auch 32 CO waeszat 
hucther modiiicuttoua. 


estas 
dobcre M. 
Viee Preslvent 
Z * 
ce: tke. Josupn saley 
JJdelyasa/ave 


a 
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September 4, 1969 


SCHWABACHER & CO. - DIVISION OF BLAIR & CO.. INC. 


- 2. 


At the present time Schwabacher Division is subject to 
the following restrictions: ee ie 


1. 1700 trades per day 

2. Promotion of advertising restricted 

3. Firm trading limited ; 

4. Operations personnel noe to service accounts 

Se Acceptance of orders under restricted conditions 


On May 6, 1969, we modified the restriction on approval 
of new registered representatives to the extent that the tocal 
number of registered representatives would not exceed 188, the 
quota on March 1, 1968. This permitted the firm to engage a total 
of 9 additional registered representatives. The restrictica on 
underwriting activities was rescinded completely. We rules that 
all other restrictions would remain in full force and effect until 
such time as we felt chat che operations of the Schwabacher Division 

‘ warranted further modification. ; 


The last Operations Questionnaire subsitted by the 
Schwabachew Division as of July 25, 1969, indicated continued 
improvement. For example, suspense account items reached a high 
of 86 with a ledger debic of $1,443,000, and long values of 
$1,720,000 have now been reduced to two items with long value of 
$1,335. Non-current dividend items number 305 with ledger debic 
of $336,163 and market value of shorts totaling $56$,000. ‘This + 
compares with 8500 open items as of July 26, 1968, a high debit 
of $969,000 on August 30, i968, and high short values of $1,867,000 
on Octobcs 25, 1968. Stock Record differences are minimal, numbering 
only 14 with short values of $11,350 as of July 25, 1969. ; 

tt would appear from the foregoing that the operations 
provlems of the Schwabacher Division have been substantially solved 
and there appears to be no reason why our restrictions should net 
be modified significancly or in some cases removed completely. 
Rowever, we must also consider the opcrations status of Blair & Co., 
Inc, Pelevanc: information is in a separate memorandum. 


Yoseph C. Daley, ‘Esq. 

Mudge, Rose, Guthri{e & Alexander 
20 Broad ‘street \ 

Kew York, New York 10005 


Dear Mr. Oalay: 


ae 
\ 


: De , : 
Tain {3 to advise you that {n sccordance with yous 
requeet in behalf of the Schwabacher Sivisioa of Blair & Cs., 


Inc., che Exchange has modificd or removed the following 
testricetons as indicated: 


1. The quota of registered rerragentstives which now stands 


at 188 may be inereseed to 70% during the acxt 6 noncths. 
Ac the end of that peritod wa will consider further 


incraascs tn the quota based on the condicions waich 
then prevatl. 


The 18 tssuca in which you sare now saking markets nay te 
increaced by 10 addiclonal issuas. 


You will be permitted to sévereise Suc we expect that it 
will be on a conservative baris, Please subaie advance 


coples co chat wa may get @ better idea of tha nature of 
the advertising you propose, 


There will be ne objection to your sccepting orders in 
stocka selling under $$ per share. 


Sincerely, 
Is/ ROBERT M. BISHOP 
Robert M. Bishop 
Vice Presidente 
JIDc Ltnan/nvn 


aor 
Qc 
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Mr. Robert %. Bishop, Vice President 
New York Stock Exchanges 

22 Fall Street 

New York, New York 10005 


Dear Sir: - > 


This iaaiieds is in response te Mr. Lioyd McChesrey‘s 
; gucrestica that we set forth in +ritins our plans for conduct- 
ing the 1969 surprise e=asinations of Weir & Co., Inc. and 
Schwabacher & Co. (noe Seawabacher Division of Blair & Co.. Ine.) 


Our achedule calls fer ce “sdieepaener & Co. exanina- 
tien to comsence as of the end of June 1969 and the Blair & Co., 
Tac. examination as of tae end of September 1969. 


~ As you know, the Schwabacher firm has experienced 

very severe cpersting problese and sthile it is ovr understanding 
that important izproveacnts hare been mado in day to day operating 
capabilities us well as reductions in error backlogs, considerable 
work remains to be dose. Te have been approached by ranage=eat 

to assist with this work br expanding the scope of cur “surprise 
examination” to include an extracrdinarily comprehensive review 
and evaluation of operating procedures and contrels, together 
wita recommendations for i=provenents and other changes. Fe have 
also bee. asked to lay out 2 plan complete with mechanical detail 


and a step by step time tabie for the conselidation of operations 
ef the two firus. 


In recegaitioa of the expanded scope of the work ve 
have been asked to do and the importance of its meaningful and 
timely accomplishment to the Slair and Schwabacher pecple, as rell 
as te the invectuent community as 2 hole, we fesl it cas best be 
done by handling the Schwabacher rork ——— at the tize mea- 
tioned above. 


This schedule (June and September) will allow us to 
assign our very best and cost expericnced people from several of 
our offices (Chicago, New York and San Francisco) to the Schwabacher 


Fa. an 
Ya *. 
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Schedule 
edule will 
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we think our a 
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most convenient and 
fe convince 


We would Sppreciate receiving your co 


convesionce. Should you 
We would be Pleased to furnisa 


’ Yours very truly, 
ARTHUR YOUNG 4% CouPary 


by fc : rie “YY, 34 
v. X. Olsea 
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NEW YORK STOCK EXCHANGE 
MEMORANDUM 
May 19, 1969 


To: Mr.’ Robert M. Bishop O16 eons 75 


WITNESS SisHOP 


. = ye A 
From: L. W. McChesney hl os pare toe i 


SUBJECT: 4 echo Young & Company Request for Separate Audits of 
Schwabacher & Co. and Blair & Co. Inc. 


Arthur Young & Company, tn a letter dated May 7, requested 
Separate audits for two parts of Blair & Co. « Schwabacher & Co. to 
be conducted in June and Blair & C.. in September. In this requesc, 
AY ‘stated chat there are no significance inter-company dealings. 
AY & Co. believes thac the overall audit of the firm in chis manner 
will produce a better resule chan would a single audic of the enzi 


Sororeren 3 
entity at one tima. Tne basi- theory tchind this is chac a betcer 


weilization of personnel of both AY & Co. and the operations 
Management and personnel of Blair & Co. would resulc. 


In earlier conversations wich Walter Olsen, Partner of AY, 
I indieated that act a minioum, the Exchanze vould require chac a 
separate Special Financial Questionnaire be answered ac the saxo 
Cime che audits «ern beins conducted for the Separste divisions. 
Also, thet she answers be corbined by AY to show total ans:-ers 
for the entire enrity of Blair & Co. 


For back3zround information, AY completed a tocal of 34 
audits of ecrber firms in 19€8 and has contracted for 29 audits 
in 19€9. The decrease in audits of member firms «2 primarily in 
New York which dropped from 17 to 12. This decresse was the 
responsibility of AY & Co.'s policy of noc undertaking more work 
than they believed cheir staff was tapable of handlin3z tn a 
professional canner. In talking with Walter Olsen laste nishe, che 
following information was ceveloped: 


l. Under the proposed revicw of operations ss 


Scvhwabacher in June combined with che audic, AY & Co. is co 
evaluace existing ranatemene and procecures, 


pasliriccereitenaba mms 


8 er SE ran ern tt ant are 


a oS 


2. As a part of and immediately follceving this evaluation, 
AY is to make a detailed plan for combining the operations of 


Schwabacher end Blair. The developmenc of this plan would perhaps 
take three ts five months. 


3. The present thinking is that che combining of 
operations would take place over a period of 13 to 24 months and 
would be accomplished on a branch-by-branch basis. All records 
would eventually be centgred in New York. It is possible chat 
the firse branch conversion would take place in November and 
December and be completed by the end of December 1969. 


4. The audit of Blair & Co. in 1968 required about 6,000 
man-hours and billing was approxizactely $90,000 (these figures are 
from Kr. Olsen's memory and he was not able to refer to his specific 
records when IL was talking with hin). 


5. The AY staff did consider che possibility of combining 
the audits of Blair & Co. and Schwabacher in June. Im the best 
judgement of the parcners of AY, the tilghly quescionable condirion 
of recorcés at Scmwabacher which contain a large number of Long- 
standing differences, could conceivabiy result in an unsatisfactory 
tepors for the entire firm. 


i 6. The bis concern expressed by AY was the presensation 
of a 1969 scacemenc of financial condition for the combined encity. 
This does noc scem a major problem to ma since the statement could, 
be sham on a combining basis, that is, by showing three secs of 
figures, the audic portion, che unaudited division and the total. 
The accountanc's certificate would relate to the audited portion. 


I am sym=patheeic ©o the reasoning of AY & Co. Hovvevar, 
the tasic problem apnear3 to me to be that AY & Co. appears unable 
to supply acequace nurbers of e::preienced personnel to undertake 
a corbinec audic. In my discussions with Mr. Olsen and with one 
of his partners, I became convinced chac tha firm is anxious to 
undertake the work requirud by Blair & Co. end rants to do a 
conscientious and corpesene job. An asgumenc for allowing chis 
type of audis which troule be an exception to IYSE policies and 
cules is thas ce this late cate, fic is highly questionable whether 
ary other public accounting firm could asserble enough e::perienced 


personnel co complete a thorough cs:amination of che corbined firs 
in 19¢€9. 
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We must also consider chac should the NYSE grant approval : ; 
Se this request under ics om rules, AY & Co. would still ‘be ' 
tTequired to obtain appraval from the SEC for an exception co ie3 
audic requiremenes. Should the Exchange desire to accorsodate the 
AY request, it would be advisable to discuss this with the proper 
auchorities ac the SEC prioz co advising AY of the NYSE decision. 


The planning of this audic will cake quite some time and 
Mr. Olsen has requesced an early reply to his request. He is 


available fora visit tg che Exchange should {ic be deemed desirable 
to discuss this proposal with his. 


leg (7 hors 


LwiteC/emr . 
ec: F. J. Stock, Jr. 
M. oH. Frankhausee 
L. €. Waterbury 
G. Bellatiow 
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NEW YORK STOCK EXCHANGE © SS 


Bet es sy, MEMORANOUM NE Re i oe 
eh US gg Be we. ea. May 23, 1969 |” : 
To: a een Mie. Cee ke ea 

FROM: L. W. MeChesney pie ee. Sane ae oe 

Sussect: Blate & Co. 196 Audig | — 


Mr. Andrew Barr of the $.£.C. advised that the Cormission 
will not take exception to the conduccing of separate audits of 
the two Divisions of Blair & Co. in 1969. 


Mr. Barr had conferred with Messrs. Pollack, Sporkin 
and Mallard prior to rendering this decision. He will also 
alert the San Francisco and New York regional offices to not 
take exception to this reporting procedure. 


. Lert Oo the 


LWMcC/cmr 
ec: F. S$. Stock, Jr. 
J. J. Deignan 
“G. Beliakew 
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oi . BAL. & co. Inc. 
- 
; : STOCK PURCHASE PLAN 
. gee = ' : ~ 
ELIGIBILITY 


1. Wo person shall be eligible to participate in this $tock Purchase Plan 
{the "Plan") or purchase shares pursuant Co eny stock subseription entered 
inte hereunder, unless the contemplated purchase of shares by such person 
has been approved by those exchanges, boards of trade, clearing corporations 

- or similar inatitueions on which the Corporation has membership privileges 
whose epproval of « holder of shares is required, 


c RICS RMS PAYMENT 


2. The number of shares which say be purchased, the subscription price 
payable therefor, end the aanner of payment of the subscription price, 
shall be as eet forth in a Subscription Agreement in substantially Che 
form attached. Any subscriber aay at any time prepay all o¢ any part of 
the unpaid. balance of the subscription price, with interest accrued to 
che date of euch prepaysenc, ‘there shall be crediced against the unpaid 
. balance of the subscription price (in Inverse order af maenrity of installe 
wents due thereon) an. amount equel to each dividend paid per share on each 
aad class of capital stock of the Corporation, sultiplied by the number of 
. eaeres, respectively, of each such clase subscribed fer but which have not 
been issued prior to the racord date for such dividend. In che event that 
“dividends are paid in property other than cash or capital stock of the Core 
poration, the amount of such dividerd for purposes of this paragraph 2 
shall be the fair value thereof ss deterained dy: the Board of Directors, 
trrespective of the eccounting trestaenc thereof, and the determination of 
the Board of Directors shail be conclusive. 


SETEREST 


3, Each cubseriber agrees to pay incerese at the rate of five per cent 

per anvum on the unpaid principal amount of the GoBscTiption-price. Such 
interest shall be computed on the last day of each sonth and shail de paid 
oa the following dey. 


ISSUANCE OF STOCK CERTIFICATES 


&. Certificates representing shares of capital atock of the Corporation 
shall be issued from tine to time to subscribers upon receipt by the Core 
poration of paywant ia full pucsuant te che Subscription Agreement foe « 
wnit consisting of four shares of Voting Commen Stock and one shars 
of $4 Preferred Stock, and no shares of capieal steck shall be iseved pure 
i guant to the Plan or any Subscription Agreement except in such vaits. Lach 
peyeent dy @ subscriber shall be applied toward the purchase solely of such 
entire units. To the extent shat such units have not been paid for ia full 
thereunder, the Subscription Agreement shall constitute an executety cone 
tract to sell and nec o present cuntract of sale, a76 no inteceet ta fhe 
sheces subscribed for, o¢ any of them, shall veet {a the subscriber price 
to ectual issue of stock certificates thereter, aad the subscribers ehalh 
not have any right: 2, 4 scocnucider WiCD Veopect to anv shares wntil leeve 
' of stock certil’ segs chersfor. 7 
~.. ae ca ape ; 


Sn ee a eg ee NL 
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4 See;.iom $6.3 of the Agreement of Merger. j 
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& ‘ 
S$. Me subscriber shalf assign or transfer his subecription to any ocher 
person. Certificates representing shares of capitel stock tseued here> 
under asy de transferred only to the extent and in the ssaner previded fa 
the Agreement of Merger ef the Corperstion and subject to the approval of 
these exchanges, boards of trade, clearing corporations or similer insti- 
tutions on which the Corporation has meubership privileges whose approval 
ef « belder of auch shares is required. 


On OR I hi} 
6. 2f at any tiae before final paywent of @ subscription « subscriber 
states in writing to the Corporation that he te unable te make the pay* 
peats as provided for in the Subseription Agreement, the Board of Directors 
asy in its discretion. modify the terms of payment ta any mancar which it 
may deem eppropriste, ineluding cancellacion of the nubecripcion for shares 
aot theretofere paid for, without further liability of the subseriber, 


GANCELLATION OF _SUBSCAPTION 
7. In the event that et any time before final paynent of « subscriptiva 

@ subscriber shall not be entitled to purchase shares pursuant to his sub- 
acription, of in the event ef the death of the subscriber, «wv the subscriber 
eeasing to be an officer or employee of the Corporation, the Subseription 
Agreement shall terminate and the Corporat‘. shell pay to the subscriber 
or, in the event of his death oc ineompetency, to hte legal representative, 


‘iasuat in cash of in securities LLeted on a national securitios conrad 


as the Corporation say determine, equal to the wacase, ’ 
(2) the 00k value of the shares which the sudseriber has =~ H 
hase unier the Subscription Agreement but which have not theres 


or in full, over (b) the unpaid balance, including accrued | 
In the | 

{ 

{ 


daterest, © 
evear of any such te 
or, in the event of bis des 


or incompetency, bis legal represancacives, pr 


shall pey to tha Corperatica th esa, if any, of: 


ineluding acerued interest, of the 
which the subseriber ss9 agreed CO pu 
but which have not theretofore bern paid fo 
ef such number of shares. The dbook value of 
this Section 7 shall de determined {a accordance wi ection Sho3{d) of che 
c¢ of Merger of che Corporation, 48 of the same date ao the book 
value of shares by the subscriber ise determined for purposes of 
article 5 of Agreement of Merger, of tf no ouch determisacidmis esde, 
thes es of the last day of the sonth preceding termination of the Subeeripo 
gre ment. Paeynencs sade in securities shell be made 12 accordance 


apg price of the shares 
rebaage 


under the Subscription Agreement 
n full, ower (b) the book valve 
ahares for all purposes of 


ne 


CHANCES IN SHARES 

8. Im the event that the outstanding shares of the capital stock of the 
Corporation are trereased or decreased oF cnanged inte of exchanged for @ 
{ shares of otser securitics of the Corporation 
or of another corporation, through reorganization, serger, consolidation, 
liquidation, recapitalization, reclasei{icacion, stock spiit-up, comb ine” 
tion of shares or dividends payable in espital stock of the Corporation, 
a the number and kind of shares which aay ba pur” 
cement shall be made to the end Yat the 
proportionate number of shares not tharetcfore purchased under the Subecripe 
tion Agreemenc shall de maintained es before the oceurrence of any owed 
event. The sdjustwenc shall be made without change in the unpaid belance 
of the subscription peice and with a cotresponiing ad)uatmene in the sube 
teripcion price per share; provided, however, that nothing hareta shal) 
ehitescea the Corporation te tseue any fractional shares. 


difference sumer or kind o 


appropriace adjustment 4 
ehased under the Subscription Agr 
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Rider "A° - Stock Purchase Plas 


an amount equal to any payments *heretofore made by the su>scriber to 
the extent that such payments i= the aggregate do net constit=te pay- 
ment in full for an entire unit of stack in accordance with the provisions 
of Section 4 of the Stock Purchasa Plan. 
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Septenber 12, 1969 
Blair_& Ca, Incorporated . 
20 Broad Street ~ 
_ New York, New Yor 10603 
Attention: Mr. James J. tush oe a " a 


. 


. Gentlemeas 


: This 1s to acknowledge receipt of your letter 
of Auguste 28, 1969 to which was ectsched a copy of your : te 
company's stock purchase plan. : 


' The provisions of the proposed amcndment to 
| 2 this plan which you also included with your letter sre 
satisfactory Soom the standpoint of the Exchange. 


Thank you for your prompt attentioa Co tais 4 
matter. 


Very cruly yours, 
Division of Docuzents oe 


By, 


Dennis Diras 
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~ TO THE BOARD OF GOVERNO...! - NEW YORK STOCK EXCHANGE ¢ 


var?) | Hold 4676 


COMEINECS REPORT OF aL. OFFICES OF & 
ORG TATION FOR Tee MONT tnOLO LZ 


. S74 2.8) 5 120,738,739 
oe 


O. Net Vatue of Securities in Pronretary scoounts 3 6 696,225 $ “7 00S, 661 
Sic onasiorecesoceees ane Tay Cee 
F. Net Value of Securities in Sulordinated Accounts 3 22,203,274 |s 
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‘. Amount of Net Cawial nm Everts of tor Less thant Atinemen | § $ 
Rewu ements 


és <9) C1} 


after Met Capital crarce of ::,053,Q00 > Co. acquiree firs; ia 
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Me, Jares 8. Raasey Jr. ; 
*. Blale & Co., ine, PG EXHI rl 24 
29 Broad seree: WITNESS "BisacP 


Now York, New York 10295 REPORTER ee 
; DATE Uschi he 


Dear Me. Kersey: 


There has heen recently drousht to my actencton, 
a capltal porision of Clatr & Co., inc. ac of Jenuery 1 oa 
1979 conauerd by en Exenange evasiner and banad on {information 
tekcn Ereoa she records of the fira. This cospucacion sndicrces 
a canltal deficiency of aonromimacely 37,5.3,0)) and a ratte 
Of angregate tadebiedacre So nee capital rs 318 $-. the figures 
WEG MOL Checked wack to th: decalled recorda and { fully 


eecomlse chat ch: delle veuncy tndleeted '2 not r ee laale 
fisure and mey ve rere oF 


lese,daaend!ns uvon Cuctiace refines 
mencs of the baric inlossacton, However, unestl such ene ns 

aA aore reliable fSlruvre cen He somuted, [ foel Le ts exrenctat 
chat Airir $ Co, tene Ueadtiace ftens Co inject new eastecal co 
the extere of noe lees then ated ,002. Please let me AnOW 

a2 toon an thos has been Accoaallerhed. 


Sinaserely, 


“Obert AL Bishes 
View Presidenc 


JJDelemanshb 


Stat etnies terete aha eons doomed er 
rrr emearennena pr cena we tet ign perenne OT TTT, 
petineetedatmestnnmhaeands 
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“BLAIR 0. thee: 5 aeatee aimee -. TE cog lie 


a ae WITNESS 


fa . : oe ie 
As of February 28, 1970, Blair & Co. had a capita = . 


it 
deficiency of $4,600,000. based on computations made by the 
firm. This information was brought to our attencion on April 
6, 1970. We did have some earlicr information which indicated 
@ lower defictency of abour $3,000,000. based unon which we 
infcrmed che firm that if {e did noc cure this deficiency by 
Friday, April 3, we would expect Lliquidacion of collateral under- 
Tying Sccured Demand Noces of members and allied members of the 
firm. This liquidation actualiy commenced on Tuesday, April 7, 
and hy April 9, $2,942,000 of additional canical had been released. 
On the following day, April 10, an additional $306,000 was released 
by further Liquidacion. 


tn addition cto the liquidations referred co abové, the 
firm negotiated a loan from John P. Foley, Jr. in the amoune of 
$2,000,000. capital value. The documentation {s now under study 
by Exchange counsel and ind{tcations are that with minor changes, 
this documentation will be saci- factory te us. 2 

The firm also sold ome of its Exchange memberships on 
April 9, 1970 for $280,000. 


The net effece of the forcnoing capital raising activicies - 
including the Foley loan + results in an indicaced adjusced capital 
position as follows: 


2 e 
« 


Aggregate Indebtedness $10°,, 404,388.00 

Nec Capital 6,817 ,601.00 ‘ 
Required $,170,219.00 

Exces¢ 1,647,382.00 

Ratio 1$19% 


The firm {ts in the process of computing {ts capital position 
as of March 31, 1970 and it is anticipated thac these figures will 
be available to us in the near future. 
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BLAIR & CO, . INC 


| Semercinennetennts neater 


April 28, 1970 
« a4 


Today ac 10:30 a.m., Messrs. Vanderbilt, Ramsey and 
Morpurgo of Blair & Co., Inc. mee with Messrs. Cunningham, Arning 
and Deignan of the Exchange. The purpose of the meeting was to 


. discuss che Blair situacion and che plans of the firm co improve 


it's position. The following is a summary of the points covered. 


Morpurgo used several charts showing his projactions of 
the firm's profit and loss for the next year. In summary, the 
firm will not reach a break even point until February 1971. Ac 
the presence rate of loss, accumulated loss by that dace will be 
in the neighborhood of $3,500,000. Currently the firm is ex- 
periencing «a loss of abouc $800,000 per month. However, ic is 
expected thac there will be monthly improvemencs so chat in aba ~ 
four months the loss will be cuc to about $200,000 per month and 
will be reduced gradually chercafter. Some of che costs reduced 


involves the proposed move of che back office operations to New 


Jersey which is scheduled for the firse week in June. 


With respece co the effece of the surcharge, ic ts .. 
anticipated that chis will improve the firm's income to the extent 
of about $200,000 per month. This is based on 1500 cickecs per 
day with an average surcharge of $10 applying co abouc 1,000 cickets. 


Currently, che firm has excess net capital of abouc 
$500,000 but bascd on presente loss srojections it appears chac. 
there will be a capital violation before the end of this monch. 
However, Mr. Morpurgo said addicional collateral underlying Secured: 
Demand Notcs has been liquidaced releasing $600,000 and ic is 
anticipaced thac $$00,000 of capical will be released before the 
end cf the monch through resclution of differences. 


The next pointe discussed had to do with stens contemplated 
by the firm to improve ics capital on a long term basis. Mr. 
Vanderbile indicated chat he was making cfforts to raise $1,500,000 
through the pledginy of some Systems Capital stock which he holds. 
Thus far no real progress has been made. Reference was also made 
to the possibility of a financial organization supplying $10,000,000 
in exchange for «1 20% incerest in Blair & Co., Inc. ilere too, no 
real progress appears to hive been made. In response to a question 
put by Mr. Cunningham, the represencatives of the firm had no know- 
ledge of whecher a tax refund could be retained as a result of the 


firm's lossts in 1969. However, they indicatcd chac this angle 
will be pursued promptly. 


ro a 
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Py : With respect to expense control the firm's representatives 
seem a bit vague buc indicated that some tightening up was being 
effected cach day. In this connection it was stated chat che 
officers' salarics have already been cut on two occasions on a 
voluntary basis for the most part. Efforts are also being made to 
dispose of several hranch offices. Ramsey stated he {s scheduled 
to begin meeting with division heads ac 4 p.m. today act which cime 
he will seress the need for retrenchment. 


Throughouc che meeting and most forcefully at the end, 
Mr. Cunningham indicated that che firm should begin outlining 
ae steps to accomplish a balancing of its income and expense by the 
J end of May 1970. He directed that such a program should be developed 
our in one week a¢ which cime another meeting will be scheduled to dis- 
cuss the feasibilicy of following these steps. He also emphasized 
the need for the firm mecting capital requirements at all times 
and working down to a 1500% racic as soon as possible. 
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Me. Jemes B. Romsey, Jr. : ; - q3 
President : { 
Pe Blair & Ca., Inc. . Pe en FeRoe 
ry a . . . Ped 
<P ZO Broad Street . REPORTER Gab 
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to Dear Jim: 


*: So appreciated the oppercunity co meet with you, Ollte 
and Ceorge tecay to uiscuss the affairs of Blair & Co., Inc. 


. In summerising che resules of our meeting, ic seens 
to me that two things stand out: 


“OO lL. That the Corecast Cor continued operating 
it: Losses will resule {n = sesious impairmenc 
Vee. of the fire's capital and 


‘4 2. That an irmedtate effort 1s essential to bring 
the present opersting costs inco Line with 
existing revenues. ' 


; We #1. cecogiize thet there are some unique chataccer= 
dsties to the firw’s presence probless -- notzbly, the tmprct of 
the conversion end the wlannei shysical move co suburben Nev Jersey. 
We are prepered te “eet with you to co over the plan you wil. present 
thae will being tinea Yecus the steps necesscry to resule im revenues 
and expenses, #¢ least epprozizating ezch ocher, by Juae 1, +970. 


Lf you will let me know when your plan 1s rendy ani you 
and your assoclates cre im a position to discuss it, I will arrange 
for 3 prompi meeting. 


Sincerely, 


(SIGNED) LEE D. ARNING 


ec: Mir, Jonn J. Deignon ~- ane 
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“TO: ~ oR. M. Bishop, L. D. Arning, R. J. Cunningham 


. 


June 15, 1970 


FROM: Fred-J. Stock, Jr. 


RE: Conversations with the SEC on Blair & Co., Ine. 


ay por ee at 


- On June 11, 1970 FIS spoke with Mr. Charles Hartman 

of the Commission staff regarding Blair & Co., Inc. AC 

that time Mr. Hareman was advised chac the proposal sub- 
mitted by Blair & Co which included a transfer of an excess 
of $2,000,000 co Themson & NeKinnon was unacceptable to che 
Exchange. Mr. Hartman was advised thac che Exchange would 
Rave further conversations with Blair & Co., regarding cheir 
fucure business activicies. We advised Mr. Hartman we would 
keep him informed as chere wore further developzencts. 


On June 12, FJIS spoke with Mr. Lerner of the Commission 
scaff regarding Blair & Co. Mr. Lerner had noticed an article in 
Friday's Wall Sc. Journal ¢egarding the merger conversations 
with Thomson & McKinnon and wondered whether this newspaper 
article or tha repore givmnco Mr. Hartman che previous afcter- 

“noon was accurate. I advised Mr. Lerner that the Exchange had 
net changed their posicion, chac we would not permic capital 
withdrawal from Blair & Co. and that further negotiations. 
with Thomson & McKinnon and additional facc finding by che 
Exchange were underway so that we could determine the appropriate 
course of accion early next week. Later in che day on June 
12, Lee Arning and F. Stock spoke with Mr. Kevin Duffy, of the 
New York Regional office, advising him chac the Blair proposal 
had been found unacceptable and advising ‘iim also chac we were 
continuing to gather information on this organization while 
they and Thomson & McKinnon explored che fvasibilicy of adding 


capital feo oucside sources in order to make chis acquisitio 
possible. 


On Monday morning, June 15 FJS spoke with Charles Hartman 
and M. Siakin of the Washington D. C. office of the SEC and ad- 
vised them that we were going to hold a meeting with representa- 
tives of major stock exchange firms to discuss their interese in 
acquiring all of or substantial segmenes of Blair & Co., Inc. 

I told these genclemen that we would expeee co have bids from 
whichever firms are interested within 43 hours. Mr. Simkin 
tried to pin down the exact time on vhich Blair & Co. would 
§° into liquidacion. 1 replied to this chac I said ic would 
be quite difficule to establish a prceeise momene , thac in 
fact, the Cirm is presencly in liquidacion and during the 
cousse of the nexe few days we are determining what method 
will be emploved co liquidate this firm. hrc. Simkin stated 
thac they would presence this informatiun to the Commission 
for whatever course of action they may take. IL requested 


} 


~— 


| 


that Mr. Sim’‘n advise us immediately of any decision reached 
= the Commission and he said thac he would hoc guarantee chat 
they would keep us informed and he wou'd relay my request to 
Mr. Sporkin and we lefc the macter ac chac. Approximately 

one nour later, we learned by Mr. Joe Daly, counsel wich 

Blair & Co., thac the Commission had requested them to with- 
draw their underwriting syndicate in which they were scheduled 
to be a parc on June 16. 


At approximately 3:10 June 135. 1970 FIS spoke with Mr. 
Stanley Sporkin of the Washinzm office of che SEC and brought 
him up-to-date on the Blair situation. [ic was indicated chac 
representatives of 7 firms had met with the member firm sratt 
and representatives of Blair regarding the acquisition of all 
or substancial segments of Blair & Co. Ie is further advised 
that there is some incercst: in acquiring of bran-hes and chac 
we would reconvene with represencacives of thes ‘irms at 4 p.m. 
co proceed in this matter. Immediately after s: aking with Mr. 
Sporkin I tried co reach Mr. Duffy of the SEC ir sw York office 
buc he was not in. I spoke wich his assistant ¢.Charles Moran 
and advised iim of the same informacion chac 1 gave Mr. Sporkin. 


cc: W. Freyer E 
J. J. Deignan.-~” 
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UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


JAMES ARNEIL: VERNON A. STOCKWELL, 

Plaintiffs, 
v. t No. 7$ CIV 1766 
JAMES B. RAMSEY, JR., ec al., 


Defendants. 


OF J. THOMAS HANNAN 


—_— 


‘ 
a AFFIDAVIT 
J. Thomas Hannan, being first duly sworn, deposes and says: 
lL. That he is one of the attorneys of record for the plain- 
tiffs in the above action and that he makes tnis Affidavit in op- 
position to the motions of the deferdants for summary judgment and 
| arsuant to rule 56(£) of the Federal Rules of Civil Procedure. 
2. That if called to testify as to the matters set forth 
herein, he would be competent to do so. ' 
3. That he conducted the examination of Robert M. Bishop 
in deposition upon oral examination on January 6 through 8, 19739. 
That subsequent thereto, ne has read and revirwea three affidavits 
submitted by Mz. bishop in Carr v. New York Stock Exchange. g.S.0. 
C. NW.D. Cal. No. C~73-0367 SW. 
4. That he has in addition, reviewed the Affidavit of Robert 
“. Bishop sumbitted and which he recently received in connection 
with the motion for Summary Judgment filed by defendant New York 


Stock Exchange in this action and that he cannot fully respond 


That objections wace interposed to vit al questions of 
Bishop in his deposition taken ‘n Carr v. N.Y¥.S.2., which is 


j 

Gur without full cross-exapination of Mr. Bishop. 

a 

jnow the subject matter of a motion to compel further testimony 
i 
| 


from Mr. Bishop, particularly in those areas as to which objections 
have been imposed by his same counsel representing him in this ace | 
tion, Edward J. Reilly, he is unable to fully refute certain of mr | 
Bishop's statements made in she Affidavit filed in this action. 

7. <Appended hereto as Exhibits 5§,6,7,14,20,21 and 24 


are copies of documents pertinent to this matter which he did not 


have knowledge of at the time Mr. Bishop was deposed. 

8. Appended hereto as Exhibits 1 through 3 are true copies 
of documents filed in Carr v. 3lair, U.S.0.C. N.D. Cai. Civ. No. 
71-1085 SC, relating to the stay of proceedings with respect to 

we & Co., Inc. 

9. That attached hereto as Exhibit 4 is a copy of papers 
relating to the bankruptcy of Blair & Co., Inc., served upon the 
plaintiffs in this action by the law firm of Neil, Gotshal & 
Manges, appearing cn behalf of Blair & Co., Inc. 

19. Appended hereto as Exhibits 8,9.10,11,12,13,15,17 and la’ 
ee true copies of documents obtained from the files of the New 
York Stock Exchange pursuant to a request for document production. 

ll. The named plaintiffs. in Cars v. N.¥.S.E., and Carr v. 
Blair, who purchased securities of Slair at or about the same time 
as plaintiffs herein were residents of California and Minnesota. 

12. The facts set forth in the complaint in this action 
come largely from .°.«¢ records and files of the New York Stock Ex- 
change and Blair which were obtained through the process of docu- 
ment production. [Insofar as he is aware, the only public dis- 
closure of the essential facts prior to the production of docu- 


ments came from a book entitled Wall Street: Security Risk by Hurd 


Saruch (a former SEC staff attorney) and a book entitled Fleecing 
the Lambs by Christopher Elias, a former New York Stock Exchange 
employee. A copy of pertinent material is attached hereto as 


Exhibit 


: THOMAS HANNAN 
Subscribed and sworn to 
this Sida; 


puary, 1976. jae ‘ 
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JAMES ARNEIL; VERNON A. STOCKWELL, 
Plaintifts, : : j 

v. : No. 75 CIV 1766 

JAMES B. RAMSEY, JR., et al., 


SOUTHERN DISTRICT OF NEW YORK 
: Defendants. 


milmven & dete See el Ge Se a ee ee 
STATEMENT OF MATERIAL FACTS i 
{ AS TO WHICH THERE IS GENUINE DISPUTE 
oe to Rule 99 of the General Rules of the United 
States District Court for the Southern District of New York, plain- 
tiffs set forth their statement of material facts in dispute with : 
respect to the motions for summary Judgment filed by the defend- 
an=3: i 
l. Prior to and since 1969 plaintiffs have maintained 
| securities accounts with Thomas McNeli in the State of New York 


with the firms of E. 7. Hutton & Co., Reynolds & Co., Blair & Co., 
Evans & Co., and others (Arneil deposition at 21-27, Exhibit 1 to 
Arneil deposition and Exhibit 31). 

2. Plaintiffs conducted business in the aforesaid securi- 
ties accounts in the State of New York, by and through their re- 


gistered representative Thomas McNell (Arneil deposition at 20- 


37, Stockwell deposition at 38). 


3. James Arneil is a co-owner with Vernon Stockwell of 


two apple orchards, but did not represent Mr. Steckwell as an 


attorney with respect to this transaction nor has he represented 


Rnermertenest 


Mr. Stockwell in any cther respect than preparing a will 19 to LS 


years ago (Arneil cepositicn at 22 -24). 


| 
| 
a 
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4. Messrs. Stockwell and Arneil arranged the applications 
to purchase Blair securities with Benjamin P. Hepburn, the Secre- 
tary of Blair & Co., Inc., wno represented himself to be an agent 
of the President and Management of Slair (which includes defend- 
ants Lendman, Ramsey and Vanderbilt) (Arneil deposition at 56 - i 


$9, 69, 82). - 


5. AgreeBents were not effectively executed by plaintiffs 
with respect to the transactions in suit in the State of Washirg- 
ton, they were rather signed in blank in the State ef Washington ® 
and forwarded << New York for the insertion of the pertinent infor 7#, 
mation and for approval which was a precondition to the effactive-. 
ness of the appliciz: ns in the State of New York (Arneil deposi- 


tion at 5 - 7; Stockwell deposition at 4). 


6. Plaintiffs forwarded checks from the State of © .shing- 


ton to be utilized in the payment for sheir stock, but said trans- 
actions vere entirely subject to the approval of the Soard of 
Directors of Blair and the New York Stock Exchange in New Yor, 
before such time as the checks could ce negotiated in payment of 
their purchases of stock (Exhibit 8 to Arneil Deposition). 

7. Plaintiffs opened their Secured Demand Note account by 
transfer of stock from a pre-existing account or accounts at Blair 
in New York, in addition to the making-up any shortage in that 
account with stock heid in the State of Washington (Arneil depo- 
sition Exhibit &, Stockwell deposition at 11). 

8. On July 23, 1970, plaintiff Stockwell wrote to Slair 
requesting that his SDN account not be sold out, complainin 
that he had not received executed documents, and that he had not 
signed and returned a "final f rm" that he had up to that point 


believed the problems, whatever they may have been with the firm, 


were being successfully worked out and that he had not been kept 


fully informed of the developeents with respect to Slairz. All of 


these matters related to the conduct of the business of Blair & Co. 


~2- 


and not to the New York Stock Exchange nor the individual defend- 
ants (Exhibits 21 and 22 to Arneil deposition). 

9. The Exchange made representations to plaintifis in 
writting in the form of the stock purchase agreement requiring 
that the purchase itself be subject to approval by the N.Y.S. 
and in the form of the application for approvel by the N.Y.3. 
and in the sahreholders agreement with the Exchange (Exhibit 
Arneil deposition; Exhibit 31 to Stockwell deposition: Zxhibit 
to N.Y.S.E. Notice of Motion). 

10. The false representations made to plaintiffs were wade 
in the State of New York and insofar as there were cmisgivons, 
the duty to make true statements axose in =ha State of New York 
{Plaintiffs depositions). 

Ll. The losses suffered by plaintiffs as a result of the 
transactions in suit occurred in the State of New York where the 
Secured Demand Note account was located and where the certificate 
evidencing ownership of their shares in Blair were located. These | 
losses occurred by virtue of the conversion and sale of the SDN 
accounts and the declaration of bankruptcy by 2lair & Co. (Plain- 
tiffs’ depositions). 

12. The Exchange had full knowledge of the catastrophic 
condition of the records, record-keeping and financial condition 
of Schwabacher & Co. prior to the merger (Bishop Affidavit). 

13. The Exchange was fully apprised of the short-term 
investment by Oliver DeG. Vanderbilt in Blair (Rule 311, 312, 313, , 
and 325 of the New York Stock Exchange; Exhisit 13 to Hannan 
Affidavit). 

14. Knowledgeability sateans were required »y the Rules of 
the N.¥.S.E. and not merely on an Ad Hoc basis (Rules 313 and 
325 of the N.Y¥.S.E.). 

1S. the N.¥.S.E. falsely stated that a violation of Ruie, 
419 nad been considered in disciplinary proceedings relating to 
Albert T. Schwabacher, Jrc., and Schwabacher & Co. when in fact 


there was no mention of Rule 419 in the disciplinary proceedings. 


-}- 


| 


' 


Rule 419, if enforced, would have required public disclosure of 
the chaotic financial condition cf Schwabacher & Co., instead, 
the Exchange covered up and suppressed the violation (Exhibit 17 
to Hannan Affidavit). 

16. The Exchange's regulatory action with respect to 
Schwabacher and with respect to Blair after the merger, was in 
flagrant violation of its own rules which required accurate public 
dissemination cf financial information about mesiers (Rules 417.11) 
and 410 of the N.¥.S.E.). 

17. TheExchange had very solid basis for objection to the 
acquisition of Schwabacher by Slair in that it knew there was no | 
reliable audited financial information available about Schwabacher | 
it would be necessary to operate separate back offices aa qreatly | 
increased expense, the imposition of restrictions upon trading 
of Schwabacher & Co. greatly increased operating expense, some 
future decision would be necessary as to intergration of the back 
office: which coul- lead to severe problems and the acquisition 
placed Blair & Co. in a position where it +28 impossible for it 
to adequately comply with rules 311, 312, 313, 325, 417.11 and 
4139 of the N.Y¥.S.E. The Exhcange's failure to object was plainly 
negligent at a minimum (Bishop Affidavit; Depositions of Lendman, 
Vanderbilt and Ramsey) . 

18. The eventual demise of Biair was du@ to the acguigsi~ 
tion of Sc*atcbacher and tre problems intended thereupon (Ramsey 
deposition a: @2 - 90; Exhibit 24 to Hannan Affidavit). 

19. The New York Stock txchonge “as instrumental in en- 
ginwering, approving, ind suppressing Vitel iaformation with 
respect to the acquisition of Schwabacher & Co. by Blair Ramsey 
deposition at 86-87, 119. 165-67, L71-72; Exhibit 74 to Hannan 
affidavic. 


$0. “lair waa # Celaware scecrporation with 1t8 


~d- 


Ey 


place of business in New York, and the New York Stock Exchange i 


and was 4a New York not-for-profit corporation (Complaint and 
Answer). 

21. The sale of securities of Blair to plaintiffs was part 
of a multi-state effort to obtain net capital for Blair from 
residents of various states (Hannan Affidavit). 

22. Plaintiffs diu ucc learn of the concealed facts which 


underline this action until after March of 1973. (Stockwell 


deposition at $7-61) 


Cated: January 5, 1976 Respectfully submitted, 


SPRENGLER CARLSON GRUBAR & 
CHURCHILL 
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| |LUKENS AND RICHARDSON 
CHARLES M. RICHARDSON, JR. 
2 2550 Tiburon Boulevard 
Belvedere-Tiburon, California 94920 
3'Telephone: (415) 4435-2181 
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ra Attorneys for Plaintiffs 
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oa 


| Umited States District Court for the 
9 | Northern District of California 


10 4 

ll | ROBERT G. CARR, LUKE S. CHAN, 
{LAURENCE £. GOODFRIEND, JAMES W. 

12 |GUERIN, ALLAN L. HERZOG, FRANS 
|KLUMPER, A. MICHAEL KOEWLER, GARY 

13 |KUNTZ, DONALD MeQUAID, GERALD A. 
INELSON, FRANK A. NOTTI, RICHARD E. 

14 (OWEN, STANLEY D. RAIM, EUGENE 8B. 
jRAUEN, FRED U. ROGERS, RICHARD H. 

1§ |SELIG, JR. and RALPH T. WELSH, 


No. C 71=-1085-sC 


16 Plaintiffs, 


74 va. 


18 |BLAZA & CO., INC., OLIVER De G. 
| VANDERBILT, WILLIAM M. LENDMAN, 

19 JAMES B. RAMSEY and DOES ONE 
;through THIRTY, 
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20 } 
| DeZendants. 
ro 
4 
22: 
23} AFFIDAVIT OF CHARLES M. RICHARDSON, JR. 
245 REGARDING STATUS OF ACTION 


23 | staTE oF CALIFORNIA, ) 
26 ) Se. 
‘County of Marin. ) 


? 

i CHARLES M. RICHARDSON, JR., hewing first been duly 
i 

28 
| sworn, deposes and says: 

29: 

29 I ew one of the attorneys for the plaintiffs sbove 

39 "a 


This ectioca was commences on June 4, i971, and seeka 


Fesciaesios and dame ges. Upen serving the defendants, I was 


| 


| 
| 
jadvised that on October 2, 1970, a restraining order had been 


| 
lissued by the United States District Court for the Southern 


ooo 


3 \District of New Yerk which enjoined all persons from proceeding 


4 [in any action in which Blair & Co. is a defendant. Copies of 
| 


letters from the attorneys for defendants Lendman, Ramsey and 


5 

6 Vanderbilt, together with a copy of the restraining order are 
7? ‘attached hereto as exhibits-A through C. 

3 : Subsequent to the hearing before this Court on 


wo 


| September 12, 1972, I have been informed by the attorneys for 

10 | Blair & Co., Inc. that the provisions of the restraining order 
i 

ll Jere still in effect. 


Until such time as this order is modified or dissolved, 


12 
13 | plaintiffs cannet prosecute this action. 


j 
| 
i 
{ : 
14 | Plaintiffs! attorneys will continue to maintain close 
| contact with the bankruptcy proceedings in New York so as to be 


16) in a position to proceed promptly when permitted to de so by the 


17 | united States District Court for the Southern District of New 


} 
18 | York. 


/Charles M. Richardson, Jr./ 


; Charlies “4. Richardson, Jr. 


235 Subscribed and —_ to 
before me thi 3 day 
26) of November, itt 


26 {waite S$. Pai prow / 
i NOTARY PUBLIC 
State of Californie 
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1) Gaabs AND alCinnl ON 
fetdnes He KICHUWSUN, JR. 

21)1550 Tiburon soulevacd 

| 3elvecere-Tiburon, Cali.ornia 34920 

iTeleptone: (415) 435-2182 


attorneys for Plaintiifs 


ORIGINAL 
rleeo 


83 United States Sistrict Court ‘for tne 


94 Northern Siatrict o: Caliiornia 


10 | 
! 
1] |ROBERT G. CARA, LUKE S. CHAM, 
ILAGGNCE EB. GOCDZUILND, Jadics Ww. 
12 |GUERIN, ALLAN LU. HERZOG, FRANS 
IREUMPER. ac. NECHAEL AGoccEd, Gract 
13 | KRUNTS, DOMALO ricQUalD, GixXALD A. 
iNELSOM, Sana a. BOTS, Lc 5. 
14 OWEN, STANLEY O. AniH, EUGEEE 3. 
IRAUEM, FRED U. AOVEAS, vlCHwa 4. 


18 | Seuar, SR. and RALPH T. WELSH, 
16 | Plaintirls, 
? 


7 | vs. 

j 

18) 3unIR & CO., INC., OLIVER Le G. 
WVrlidlos, KILL He Lb, 

19! J.ges 4. WHSES and GOES ONE 

“4 | through Tula?y, 


vefendznts. 
21 | 


r aes 
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24) ALGARDING STATUS SF ACTION 


28 /ST.L.2S OF CrLlrCeula, } 
i ) ac. 
26 Sounty of Harin. ) 


me ee Se ee ewe ew 


LDaVIT OF SlinLsy M. AICiAaoSCcH, 
Sree See Scene ee Sencenmeeaonc 


a. 


71-1085-sc 


27: BUSS M. KICH/KSSON, JR., Raving first beea duly sworn, 


28 | deposes <c says: 


294 The purpose of this affidavit is 2 supplement sy 


30 | previous aicidavit vhich was {filed with this Court om Movember 7, 


31/2972. 


32 | I have teen advisec dy ell, Gotcha. & ianmjes, cttorneys 


hOF the liquicetor cor slaiar @ Co., Iac., that the a@e traning 
veuer issued by tie United states Listrict Court for the 
aeubtnern wiatrict oc Gew York 18 atall in exzect. a COpy o1 


the Lotter to tie undersignea irom seid avSorneys is attacheu 


hereto a3 wxhibit a. 
@laintitf(s’ attorneys will continue to eaintain 
contact with the proceedings ia the United States cistrict 


Court sos the southern wistrict oc New fork au @8 tO S@ ina 


o eo NOOO wmlUlUMEhDCUlUMMOUN OO 


peestion Co proceed when allowed ta <a uo. 


~~ ee 
~~ © 


/s/Charles M. Richardson, Jr. 
See aera 
eharles Kh. wichardsen, Jr. 


~ 
& 


Subscribed and sworn to 


before we this 4th day 
oi vetover, 1373. 


/8/carol L. Wardlow 


wVeant eLsid 


state of Calicoraia 


oN sy 


Wit, GOTSHAL & Mances 


707 MFT weMue - NEW YORR. m7. .O08/ AAan.4-weooue 
TEarwena: we Mate 0 7908 see tan 
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September 26, 19:3 


Charles M. Richardson, Jr., Esq. — oS 
Lukeas & Richardson erro SEP 28 
1550 Tiburon Boulevard eel 1873 


Belvedere-Tiburon, California 94920 


Re: Slair & Co... tac 


2 ic. 


Dear Mr. Richardson: 


You have asked us whether or not the stay 
of suits entered in the arrangement proceedings in- 
volving Blair & Co., Inc. on April 23, 1971 is scill 
in effect. For your information, Blair is still 
operating its business as debtor-in-possession under 
Chapter XI of the Bankruptcy Act pursuant to an order 
of the United States District Cours for che Southern 
Discrict of New York, dated April 16, 1971. Accordingly, 
that court's scay of suits is still in effect and your 
clients are therefore enjoined from proceeding against 
Blair in the Northern Discrice of California. 


O£ course, if your clients have asserted their 
claims againsc Blair in the 3lair Chapter XI proceedings, 
the entire matter can be litigated in che Bankruptcy Court. 


Lf you have furcher questions, please do aot 
hesitate to communicace wich us. 


Very truly yours, 


WEIL, #GOTSHAL & MANGES 
PY \ 


(ope 


By 
M. L. Cook 
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1 GLALR & CO., INC., @¢ al., 


ORIGINAL 


FILED 
LUXENS AND RICHARDSON 
CHARLES M. RICHARDSON, JR. APR -1 1974 
1350 Tiburon Soulevard 
Belvedera-Tiburon, California 24929 (¢ifrK 1) niet ie 
Telephone: (415) 435-2131 CLERK, U.S. O1ST. COURT 


SAN FRANCISCO 
Attorneys for ?laintifsés 


United Statez Oistrict Court for the 


Northern Oiatrict of California 


ROBERT G. CARR, ot al., 
No. © 71-1085=ScC 


er er te ee 


Plaintiffs, 


va. 


Defendants. 


AFPIDAVIT OP CHARLES M. RICHARDSON, JR. 
REGARDING STATUS OF ACTION 

STATE OF CALIFORNIA, ) 

) 


$8. 
County of Marin. ) 


CHARLES M. RICHARDSOY, JR., having first bean duly sworn,| 


deposes and says: 


The purpose of this affidavit is to suppletent ay 
| previous affidavits relating to the status of the action. 


On Marcn 18, 1974, I was advised by Michael L. Cock, Faq. | 


jot the firm of Weil, Gotshal & Manges, attorneys for the Special 
|| Trust Pund of the ‘lew York Steck Exchange, Inc. That the stay 
,}of suits entered by the Sankruptcy Court on April 23, 1971, is 
no longer in etfect. 

Mz. Cook has advised affiant that he expects to be in 
San Prancisco during this month to discuss possibile settlement of 
this action and various claims filed by plaintifi; in the Bank- 
ruptcy Court. 


-l- PED APR = 1974 


ZR 


os 


In view of these developments, affiant respectfully 
| requests that this status conference be continued for sixty (60) 


days. 


Subscribec and sworn .o before 
| me this 28thiay of March , | 
4 1974. 


YD 


/s/Saudith S$. Patterson 
NOTARY PUBLIC (Seal) 
State cf Caiifornia 
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UNITED ST.“TES DISTRICT COURT 


SOUTHERN ..STRICT OF NEW 


BLAIR & CO., INC., 


BLAIR & cO., INC., 


-against- 


JAMES ARNEIL and VERNON A. STOCKWELL, 


YORK 
wscsnecnneseserr@ x 
Debtor, 
Plainciff, Bankrupctcy No. 
70 B 755 
Defendants 
ecco rserrrrr"" -xX 


COMPLAINT FOR INJUNCTIVE RELIEF UNDER 
RULS 21-61 


SN ne ne 


Blair & Co., t 


ne. ("Blair"), 


Gotshal & Manges, complaining of the 


alleges as follows: 


by its accorneys, weil, 


above-named defencancs, 


L. Om April 15, 1971, 3lair filed in this court « 


petition for an arrangement 


the Bankruptcy Act (the 


under Chapter XI, Section 321 of 


“aAse''), amd on October 2, 1973, she 


court entered an order confirming tHe arrangemenc proposed 


by Blair with ics ganeral snsecured 


creditors. 


o 
2. Prior co che sommencement of che Blair Chapcer 


XI case, Blair was x caged 
business as 4 regisrered broker-deal 


York Stock Exchange, “¢-. 


exchan ss. 


in the general brokerage and ¢ 


er and member of the New 


as well as other national securicies 


3. The order confirming Blair’s Chapter XI plan 


(the "Order of Confirmation"), @ copy of which is annexed hereto 


as Exhibic "A", expressly provi 


des that oy virtue thereof. 


ommission 


Blair 


was “discharged from all of ics unsecured debcs and lLiabilicies 
provided for ty che {confirmed] arrangement or in {che Order of 
Confirmation]...." 

&. The Order of Confirmation also provides in 
relevant part that "({a]ll credicors affected by the provisions 
of the [confirmed]. arrangement, be, and they hereby are, forever 
restrained and enjoined from taking any further accion or pro- 
ceeding in connection with their...claims, except to enforce 
che consummacion of the provisions of che arrangement, as 
confirmed.” 

5. The defendants had actual notice of the pendency 
of the 3lair Chapter XI case. 

6. The defendancs were Listed on the statemenc of 
debcs which Blair filed with the courc on June 23, 1971. 

7. Nocwithstanding the foregoing, the cerendancts 
commenced a plenary accion againse Blair (the ">lenary action”) 
and others in the Uniced Staces Discrict Court for the Southern 
District of New York on or about April 11, 1975, asserting a 
claim for an alleged siability which arose prior to the commence- 


mant of the Blair Chapter XI case. 


8. By virtue of the Order of Confirmation, any claims 


' which the defendants had against Blair were discharged and they 


were forever enjoined from prosecuting such claims. 
9. In view of the foregoing, plainciff submits chat 
the court should specifically enjoin defendants from continuing 


their prosecution of the plenary action as against Slair. 


a 


WHEREFORE, plainciif Blair & Co... tac. ui 


| against the defendants (a) specifically enjoining chem from 


their continued prosecution of che plenary action af againsc ic, 
and (b) granting plaintiff such ocher and further relief as is 
jusc. 


Dated: New York, New York 
September -, 1975 


IL, GOTSHAL & MANGES 
Attorneys for Blair & Co., Inc. 


A Member of che f 
767 Fifth Avenue 
New York, New York 10022 
(212) 7$8-7800 


eilgbR PTEUS 


Blair & Co., Inc., accompanied 


of tilsria, Thoozjen & Jacots, 


Jeffrey tiosrisoa, Conduct Lavescig, 
4 
@ent of Mander Firas, waea che Lollewing discussion 


took place 


AIAOMT Ome. ‘ * teh eornat 
Vbverdides wars Open tne recoin.. 


of \idedci fication). "2 
aa Ject Morvison, a member of 


ment of iiewbor Fives. The Deard of Governors ies 
delegeses to a3 the cuthoric: to requixe aszasers, allicd 
members sad formes sllicd cenbers of nanver erzeaizeci 

é 
to apeeir cnd testify ia c ms with Lavestigaticis. 


Stetewsacs ide Ly you to the 


I snselte also Likes co ruaind you that 


Q. And? 

A. Subsequently, anothec taaa of accountents, . 
as I remember it, Arthur Andezson and also Arthur Younus, 
were persuaded to take another look at Schwabacher. 

Some weel:s latcr -- 


ocst word. Suggest 


by whou? 


By the Exchange; that the situation had 


cheuged for cha better, and teat a si quent examina- ~ 


tion might prove that the situation had iaproved a 


great desl. ‘This was some time after Thanlisgiving of 


1988. Then gany aeetings iater batieen tir. Lend:can, 
Schuatacher, tha SLC, the New York Stock Exchange, et 
ceter2, produced 2 maczger. 

Q. You aentioned iis. Lendwan had originelly 
disapproved of any warger possibilitics ieeaund of tha 
condition of Siivcctiadtine. Do secu feel chat this had 


anything to do ith his resignation from Dluir G Co.? 


A. Escause he originally discppreveld of it? 


a2 


1C8 


Q. Were there any probleas by the Selwabacher 


partners, such as procises unliepct as far as the capital 


cormaitments cnid contributions to the nav firm were cone 


cerned? 


A. -Psomises, no, but 2 very cesious capital 
situatica arose from tas western division audit, inaseuch 
&5 the aoacy, benefully that would be tacoh-we cast 
audiC to purciigse and pay for a gruat deal of Blais 
stock was not Lorthcoains. 


Q. Prior to the aargexr, wast uteps did Bleir 


taka co avaluate the bsoks and cecocds of Scavabacher & 
Co.? : WS ees aaa i 
A. Originelly, the Stock Exchange requested, 
or suggested —— take 2 look at Scitiubscher & Co. 
who were oxpericnciag difficuliices. tic. Lendaan con- 
ducted an exeminacion of Sciwatccher, and ceclized to 
go forward with a aerger. . 
Q. Ca woat 
A. He fcli tisat tue condicion of Schwebachur 
had dsteriovaced to a points thst it weuld be unwise co 


acecpt such a 
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the merger produced two men fox one obvious job. I tried, 
fusofer as soszibis, toa keep the ain, wucthcr he was fron 
the Scowebacker orgunicaticn or the Llair organization, 
in the most rasponsidle pasitiow.! I can Chick of the 
- occasion where a cyadicate cin, vio was the con of a 
Scheabecher partner, hed co be climinaced. 
Q. Nis naac? : 
1 oA. ( Wilican Czan, is father 
w2s obviousiy quite disteesscd tis thiag Gap- 
pencd. [I could think of a cixrcucstance Such as Chis, 
that even though we tried, in seas cescs, to oring a 
men from Califoraia, for exanmnl lx. Skinaer who would 
have taken one of the top siets in Kew York, obviously 
& person in New Yori: sould be somowast 
that develorneas. So, beyond the noxsasl dislocation 
aerges, I would say the relationship 


Sny prob- 


; A. UL found tie. Albert Schuctacies 


coaperative. 
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the restxiccioas from the d2te of the werger and before 
and until hic cesiguation en Avril 20th. Inzsauch és 


many restriccions still remained on april i0ch, I pro- 


eseded to try to get these lifted, buc.a general 


daterivrectica of the market hed alrecdy begun, so thet 
_ volume was a factor in profitavilicy ac chet point. 

But, for example, I caa remamber that the first two 
-@onths of the Sciwabacher merger wes 

in taac ia that short period of tins 


a 


losses case fxoa the western civisica operation. So : 
¥ , 


therefore, you vould have to say that che contributing 
factors, azaning the merger, was definively 2a uncer- 
taking which we should not have done. 
Of2 the cecord. 

(Discussion off the record.) 

WR. MORRISGN: Deck 

Q. Ww. Ractey, cas 
tween partaers of Blair cud Sclwatscher waich could be 


construed as having 2 deleterious cffiect oa the ainege- 


wznt of the firm? 


A. There was an occasional situation where 
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‘remained on the Schuatacher erganizscica afser the 
merger, arde it virtually impossible for the wastern 
- division to contribute. 

Q. Hed yeu been given eny indication that 
once the merger betwoen Blair and Scuwabacher had been 
congumented the restrictions vould- hove been imaediatcly 
lifted? 


fA. cA. We. Lenduan aad indicated that this had 


- been a fait accoapli. 


<2 


Q. What was the source of tc. taeun!é 

‘inforestien, do ysu know, sir? 
2 A. Wo, but I assunz 
the SEC in Nasaiagtoa. 
Q. Had you aad eny secasizn to discuss the 
problea with the SIS efter 
"A. Not directly with the s 

Daley, onc of cur attoracys, to vork as diligently as 
possible to see if the restrictions could not be Lifte 
iansdiacely; tus ya, Lzacdean stayed on for 
two goncus afcez tac 


Q. Froa what tins to wnat tias? 


A. le. Lendaaa was working on the liftiag of 
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16th of January, was ic aot, 


A.. che meeting 


and cucsicers on January 15 and inforued the 


ar Exchange oa the 16th. I lad told tie 9cople ac the 
: Bankers Club that I would go to tue Exchange the fol- 
lowing day; that wkile i was uaaimye of our capital 
positica I falt te was serious enough to intoxra the \ 
". .Exehange thac 4 capital violatioa uight be in existence. 
With the records I hed then, there was no wey to be 


. 


sure. 
is Q. Vould you consider the conversion of 

ACS to tie : dwest system the e@jor reacun for the do: 
fall of Blaix? 9. +. aes 

A. ft is hard to pin the liability on a 
major reason; I think there were several ccatzibutin 
major reasons. 
| Q. Would you discuss those, sir? 

A. 4 think te is quite obvious, in light of 


the facts, that we never should have cone the Schwabzcacr 


merges. Then, the fact that very ainy restrictions 


TO 


NEW YORE STO ck EXCH ANGE 


Deparuuent of hicmber Firms 


February'17, 1969 
\ 
: Board of Govemors 


“ @ 


“ FROU: Depaxtment of Member Firms, and 


Schwabacher & Co. and. its General: Pariners 


SUBJECT: Statement of Facts Charges and Admission of Violations of 


1930. in the past few years they have conducted a diversified securilics 
s a > 


business from their main office in Sau Francisco, California, and LS 
; ’ > 


Rule 440 and SEC Rule 17a-3, both dealing with the madibenense: 
o£ books and records, Rules "402 and SEC Rule Gc-1, both der 
with the segregation and hy spothceation of Securities, and kia 


342 (supexvis sion and control), Rule 401 (good business practices, 
and Rule 417.1) (audits) 


aS 


————————————— 
STATEMENT OF FACTS 
Ss c — 

Schwabacher & Co, has becn a meinber organization since March 3. 


branch afficcs Schwabacher & Co.. has 33 general partners 13 limited 
? * 


riners, 193 regist ced xsepresentatives, and 612 hoebet deat and othes 
, & ECL > 


persoanel., They handle approximately 24,260 active customers’ accounts, 


of which 4,239 ave margin “ccounts. na eae 


Mr. Aibert E, Schwabacher, Jr. is a senior partner who during 


the last three years has been the firm's chicf exccucive, The principal. 


» 
-‘eapital partners are Mr. Schwabacher, Williem M. Cahn, Jz and Clarer.ce Lf. 


fas 


: eller, whose interests in capital are 22.858%, 12.572% and 13.7144, 


: respectively. Mr. Sehwabacher in 1966 was also managing partner. Darrel) 


a 


Winvich was sanaeing partner oo mid September 1966 to the end of 


December 1967. Mr. Selwabacher was wesnsging partuse ia the intexie until) 


March @, 1966, when I Richart WU. Muir became the finm's mamging partncr. 


i 


cs ERE SC 


He. Winvich's background was in security analygisoHe. Muir's background 


was in sales wanagcucnt, 


Mr. J. Ul. Mocltex was employed by the firm in June 1967 and 
became 3 general partner on July 6, 1967, in charge o£ operations, Mr. 
Moclicx was succceded in opexations management by be, R. L. Molvenstoc 


in Auguste 1966, : 


A February 1965 Exchange examiner's visit and an August 12965 


-~audit showed nwo major operations problews, In January 1966., Schwabacher 


‘& Co. converted its bookkecping operations to the Midvest Service Bureau's 


’ facilities. In Apvil 1966 it was reported | to the Exchange: that the con- 


~yersion was not as smooth as sie. firm would have Liked it-Cto [o> aS 


was learned late in October ii. as the result of an audit, that shox & 
‘security dicferances were saveee $14,000,000 indicating a substantial 
failure to keep accurate records. iowaver, this figure was reduted within 
& days to abouc $4,500,000 and a weck later to $3,700,000. Because of 
‘these diffexences, substantial capital wes contributed to assure comp Liane: 
with Exchange minimum capital requirements, AS a result of the difference: 
"y there was algs a substential delay in compl eting the audit and returning 
“Ensues to a regular finaneial ques Chane see as of October 28, 1906. 
‘The answevs were received March 3, 1967, which was 93 days following the 
original due date. they showed ener e securitics differences amount! 3 
to $2,376,757. The audit also showe securities not properly segregated 


of $6,066,910. 


Although special effort was made to corveck past differences 


and Gliminate the possibility of naw oncs being eveated, over the neck 


COLES 


ew we 


ee 


eal 


two years the changes in SuUpELVasoLy mantigement, the acquisalion of we) 


operating perseancl and asgistanes given by accoumting firms Lailca co 
“provide Scluzabacher & Co, wilh reasonable coutvol of the input of its 
, business Lo assure current, records which “eee dn balauce and reasouayly 
‘ accurate, I oe 


e ; é * 


By way of illustxation, an Examiner's visit in September 1967 


resulted in a 65-pege report of record keeping deficiencies, the lounges’ 
ever produced as the result of an Cxaminer's visit. The xeport dealt 
with out-of-balance conditions, errors in subritecing financial question- 
naives, comaingling of partucr and customer securities in the firm's 

““ gafckeeping hox, ¢xecssive "edits" representing errors ef input to the 
Midwest system, inadequate attention to customers! unsecured debits éad 


short positions, inordinate delays in cop deliveries, payment of custumes 
: ; 

and laxity in transfer in cases of sales of non-negotiable sccpritivs, 
security count differences, under-segregation in margin accounts, faclvre 
to segregate fully paid for sccuritics in cush secounts, deficiencie 

‘in accomplishing shipping instructions, delays ia margin depar tment 

) -xelease of trensfer instructions and cage processing of transfer lneteuc- 

tions and segregation instructions, unauthorized release of sugre 

sceurities, lack of control of excessive fails, unreconciled cicaring 


house accounts aii brokers accounts, a breakdown in new accounts proceci! 


-eogesulting in loss of control of commingling of customers securities 


without consent in bank loans, commingling of partners securitics with 
customers in bank loans, unreconeiled suspense accounts, aud divius.d 


department oul of control. 


oe ee fo ae " ae 


Althouy: re,erts by the Cima to tie Lxchange theceactexs indicist. 


an improving condition, carly reports Crow au audit by Wood aad Stvoug as 


of August 30, 1968, indicated differently. Couscauently, an Examiner 
, ‘ 


was sent to the firm in Nevewber 1966, Ue found that there were appro.ci- 


“mately 31,000 "cdits" indicating 


secord-keeping errors which necded 
coxccetion, that there were move then $74 million of NK fails, that 


monthly fail figures reported to the Exchange. were inaceuraes by as 


much as $6 or $7 million, that dividend condition could not be detemaines, 


that contxol had been lost over a major bani account, that 10 suspensa 


* 


' 
accounts of the New York office were oul of contxol. 


The answers to a financial questionnaire based ypon an audit 
by lood and Strong as of August 30, 1966, could not be submitted unt 
November 20, and indicated that the fina's 
condition than had been known. 

At or about the audit date it was thought that the short 
‘security differences were substantially less than cventually reported 
iuv the fixm's Cinanci.al questionneire. An operations ques Clounaire 
received from the firm as of August 30, 1968, the audit date, shoved 
‘long and short security differences of $4,£83,633 and $2,942,651, 


. , 
respectively. The financial questionnaire as of the came date shows 


the market value of these differences to be $7,743,619 long a 


© 


short, The auditors did state in their report that many correcting 


entries have been mide by employees of the firm which could not be taken 
into consideration by the auditors cither because the adjustucuts could 


mot be Locatad, ox if located not decepted, the entcies were veeei.ved 


too late to be verificd ox made as of a date: wutmreeaicne co the audit dete, 
The auditess stated ja Cheju repori Chace differcuces to a considerabl 


extent were the result of the unsatisfactory condition of the accounting 
: : 
, eecords aud waterial inadequceies in the intexual accuuncting contsols., 
ye * i . 


Schwabacher & Co., as a result of ‘its inabilicy to handle its 


lity 
business on an operationally souad basis, was fissct placed on vegtriction 


by tha Exchange in Febcucry 1968. The firm was restvicted from increasing 
“its registered representatives and offices.aud asked to veduce its volume, 


freeze the opening of new, acceints, cease trading and reduce yunderwrd tings 


ms, 


-sand advertising. Later a restriction was placed on the number of trades 
. the firm could handle on a daily basis. 


In late October 1960, the Exchange determined that the business 
o£ Schvabacher & Co, must be further seduced, and in early December 
:placed a December 15 deadline for the fixum's decision either to marge 


c 
with snother firm or sell a number of branch offices. 

“—By that date, arrangemen.s for a mac sit with Blair & Co., Inc. 
were completed, to be accomplished about March 1, 1969. Since mid- 


'y December, the sperctions of Schwabocher in San Vrancisee and New York 


have been under the effective supervision of cxecutives of Blair & Co., 
x 7 . 


eyes ‘On several occasions during the past three years, Schvabaches 


Co. has had short security difierences which if charged against their 


_ Ret capital would have resulted in violations of Rule 325. llowever, ic 
hes been the practice of the Exchange instead to insist that a substantial 
cushion of excess net capital be maintained agains: shoe sccuvity dif- 


ferences, the amount datarmined in individual caren Ly the age of tlic 


differcnecs and xelatcd clreumstences, ( has been neeeseaxs 


jens for the Exchange to require Sebvabacher & Co. to 


excess net capital in view of theix store differences and they lave 


> 50, 


on the basis of the 


above Statement or Fac 


(1) Selarahaches & Co, and its genenal partners violated 


and SEC Rule 1/a-3 (books and records), Kule 402 and SEC 
? 


Rule 


(segvegation and bypothecation), Rule 342 (supesvision and contxol), 


Rule GOL (go00d business practice and Rule 417.11 (audits). = 
& ] , ¢ ) 


: Rule 342 (supervision anc 


(2) Albert E. Sehwabacher, Jr. violate 


' ~ 
{ e 


control) and vas principe.ly reapunsible foc the fism's violetions, 
5 OF } P) i 


fupje 


The Cixm and its general partners are 


under the provisions of Section 7, 10 and 16 of 


Exchange Constitution, 


i. M. Bishop 


(OCC3S 


92d Congress, 2d Session 


SECURITIES INDUSTRY STUDY 


REPORT 
_ someone ov THE 
————s SUBCOMMITTEE ON COMMERCE AND FINANCE 
RCE op Tite 
COMMITTEE ON 
INTERSTATE AND FOREIGN COMMERCE 
HOUSE OF REPRESENTATI\ ..c 


Ocroeun 4, 1972.—Committed to the Cormmittes of the Whole House on 
the Stace of the Uncen and eriered lo be printed 


US GOVERNMENT PRINTING OFFICE 
WASUINCTON ; (773 
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ces, when com- was still carrying short record differences carried over from its 19€9 
vings) demen- audit.!* A subordinated loan by the NYSE to Ilayden, Stone was con- 
®, in the event ditioned on Ifayden, Stone's buying in its aged diiferences, soine of 
which were three years old.'* Deas | 
The Commission charges the ful) amount of short stocle record dif- | 
ses of Blair & ferences to net worth in computing net enpital under Exchange aAct | 
ord differences Rule 13c3-1. This same procedure was followed by the NYSE uncer | 
iuPont expert- its net capital cule, Rule 325, until May 6, 1969. Thus, aa internal 
s0 levels, each NYSE memorandum to the staf dated May 5, 1969 stated: 


‘cir short stock Re Treatment of unioceicd short éiferenees 

Effecuive with anaiysia of savwers (0 Aesaciai questionnaires made oc aed 
after May @& 1969, we will reverte ovr previous Gethed and capute onmgiaal 
Captial pomitions withows asy deduction for usineated short differences. 

immediately after the presentation of the onginal capital pusiUes on Ue face 
of enaiysis an adjusted crystal emition will be shows giviag effect to deductios 
ef abort differences aad & notation retative thereto. 

The form of the setation reiaure te the adjusted capital positiss should be 
eubstantialiy 88 foliows: 

“The marke value of Unincsied Shoct Difereaces reported In (he Ageeers in 
the amoeat o $...-...-.. hare sot brea deducted (rom the abewe Act cupital 
If these raivee had been deducted the capeial powtiog would be as foilows . Net 
eupiial, $.-..-.---. ratio, %.” 

A simulsr gotatins should appeat ta visit reperts in coenectinn with capitad 
tintes and current dates whea sppiicn ble. lf the aaswers 
eid visit were anaifsed on (he oud basis, capital position 1A 

eccoruaace «Hk sew method 
L. W. MeCacoeert. 


This policy of the NYSE was stated ublicly by an Exchange official at 
& panei discussion on June 24, 1969. ‘The record of the panei discussion 
revesis this Exchange’s position with regard to shoct stoci record 
differences: 

Our policy (s and hes bees for enmetiae 'a the rast one whereny we compute 
camtal without writiag o@ aay sheet security diderescea, ‘Ve made & capital 
cos putadies on that basis. 

oatle te fi We then acjust that capital computatice to refiect what the capital pesition 
a Bria would be if we wrote of (he short security differences, 

ateiy trying t These tws positions are (hen referred te the Scimigistrati ve end of the Eachenee. 
ppt ied . tbe Department of Member Firms aud its coordinators, aad (here is @ work-«t 
i? bd petween the Stock Hacbsnae sed the member frm oa the resciring of (he decals 
“ jumanion te a6 it agpties to thew capital 

Ateresers for The effect of this change in procedure and the “work-out” between 
IGF Vea bie the Exchange and the member firm was to “sweep under the rug” a 

’ highly dangerous element. Hetail houses, were particnisriy ailicted 

solved short adversely by this approach. Table VI shows the net capital rating com- 
sods without puted before and aiter deduction of shot stock record diilerenees from 
aiAg market net worth. In jirms that fatied and had to le taken over, the matter of 
‘@ this gam- beng in compliance with the net capital mile depended upon the 
'v, Franess [. diiference between charging and nut charging the linn for such 
ommittes of diiferences. 
roubled firms 
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April 12, 1968 


To All General Pertners: 


At the conclusion of my first month in this new assignment, | would like to bring to your 
attention certain recent developments affecting the aertnership and give you my ooser= ° 
vations relating to them. In informing you of these matters, | would at ie same time 
remind you of the need for discretion in communicating this information '2 inose ouiside 


phscidehcn ee Batis 
the circis of partrers. 
een cea 


During the zast few weeks, we have bsen in fairly active communication with the New 
York Stock Exchange relative to ths osrsistent soerational proslems vrhicn have troubled 
our firm. Ve have worked continually, if at times ineFfectueily, to climinate these prob- 
lems; now, in concurrence with Exchange officials, we are taking extraordinary measure: 
designed to imerove the operating capabilities of our firm. In many respscts, we have cone 
much to solve the quantitative problem of our Susincss, i.@., how to create income. Wiat 
we have yet to solve is the quelitative probicm, i.e., how to handle sccurately ond ex= 
peditiously the business enirusied to us by our customers. In the months immediately chead, 
the major attcation of Schwebdacher & Co. will be directed towerd a permanent resolution 


of operating problems. This will be our primery oreo of concentration. 
In furtherance of this major objective, the following courses of action ore being pursued: 


1. We have suscenced, ct least through June 30, the rceruiting und 
hiring of additional Account Executive Weiness. 


We have ploced a temporary moratorium on the opening of additional 
branch offices. : 


We ore reducing the funds previously budgeted for udvertising in 1968. 
This appears particularly appropriate since we have been spending a 
proportionaizly greaier percentage of our income for advertising then 
have other firins of similar size. ; 


Clos 


a2 


We have retained a number of public accountants fiom major firns to 
help us climinate accounting backlogs. In addition, we hove retained 
qualified consultants and specialists to advise us in such orcas as systems 
management and conical, organization and salary adininistration. 


We hove reeruiled additionel supervisory personnel for our Cashiers 
Deportment both in San Francisco ond New York, most of whom hove 
had previous experience on the Midwest system. Also, a naw Heed 
Cashicr with ten years experience, much of it on Midwest, will jain 
us in cerly May. 


Wa have conducted o special Branch Managers’ conference, amohasizing 
the responsidilily of the Branch Manager in working to reduce the number 
of items to be processed by operations while, at the same time, preserv= 

ing or inercasing our level of incunc. 


We have released certain Account Executives who heve failed to meat 
our standards of produciivity or reliability. 


To the extent cossible, we are endeavoring to hold our daily average 
number of transactions below a specified levei as requested by the 
Exchange . 


In general, our immediate aim is to avoid placing additional strain on Operations waile we 
are attempting to identify and root out the causes of our difficulties. . 


Since unreconciled accounting differences operate to diminish the effective capital of the 
fiem, we have moved to strangthen capital in various woys: 


We have selectively reduced our underwriting commitments. 


We have cut beck the inventories of securities mointained by beri 
our Treading and Municipal Departments. 


We have secured the addition of $1] million in net capital from cere 
tain partners and/or their immediote familics. 


And, of course, we ore striving to aliminate the uccounting differences 
which impelled us to take thesw other steps. 


Pervasive in our consideration of our operating problems has been the desire to identify the 
sources of these problems ond to effect permanent solutions rather then to seek temporary 
remedies. Such an effort involves, among other things, a review of ow personnel policy; 
porticularly, we ore interested in the reasens which lie behind the extraordinery twnover 
in employees of oparaling departments during ihe past two ycors. [t involves o study of 


creas 


8 
aw 
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systems and procedures and improvements required for them te be effective. It involves a 
probing for deficiencies in orgenizetion and leadership at all supervisory levels. For these 
reasons, we cannot assure ony comprehensive soiuiion to tliese problems over the neor term. 
But, we do visualize o gradual: improvement from this point os-our programs ore more fully 
defined, are implemenicd and bagin to tole hold. 

These matters will ce reviewed fully in our Partners’ mectings of May 3 and 4; however, if 
you desire further information at this time on any aspects of the problems set forth above, 
please call me and | will discuss them with you. 


We do not underestimate the magnitude of the task thet fics before us; nonetheless, we cre 
completely confident that these difficulties cam and wil! ka overcome and that a much 
strongar Schwabecher & Co. will emerge as a rezuit of our collective efforts. May | thenk 
you for your support and assistonce in heloing me to mect successfully the challenges of this 
assignment. | will offer my very dest and will cxpect the best from each of you. 


Your pertner and friend, ° 
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ome Vis WETI. . Landman (Blair & Co., Inc.) Taported in a meccing 
[ie with Mr. Arming and me, che following details of their pending agree~ 
| ‘i ment with Schwabacher & Co. : 

i tats by His o 


peractions execuCives who have been ac Schwabacher for 
thac their current operation is adequate and thac / . 
Holvenscoc is Caking hold on tTesolucion of old errors” i. Ses 


@ week reporse 


Wyss rl 2. Moelcer has been over his head, ur exapiners have. 

OM Vtde ‘charigably, noc sc@ing the lack of effective supervision at the firm, 
~ {"Cendman “a5 advisory “td Schwabacher has oadaom recommended thac Moelcer 

we be cterminaced and chis will be done chis week, 

ae ett Qperations charge. ee 


puccing Holvenstoc in: 


3. The Schw partners capical of $2.3 million 
will become stock 


and losees to Blair and an additional $17 million of 


lgirc for five 


A years. Limiced parene Lal be leet ouc 


in a shorter time, perhaps 2 years. 


» 
3 4. Al Schwabacher will be on the Blair board, buc wil 
mee part in Man3ggemenc. All ocher Schwabacher partne 


1 have-no 
allied Members, excepe Heller, who will be anon 


rs will become 8lair ~ 
svoting stockholder, : 


Perhaps in January, 
vr liabilicies. al. Schwabacher errors will 
€ and profic or loss eventually escablished 
cher partners. ‘ 

at 6. Blair will add $6 million of capical 


d ipancs, and will loan $6 million to Schwabacher 


with Blair 


from presence Partice 
for 6 months, 


Acher general Partners 
11 be senior to their capical whidb Schwabacher & Co. 
| ears tontes in exiscenee, 


qual risk wich cthac 
of Schwabacher limiced partners, 


es 8. Another audic will be done of 
; @$ soon as possible, WES should prepare 
this audic under our cule, and Lycc 
Young & Co. doing ic. ' 


Schwabacher by Arthur Young & Co. 
a letter co Schwabacher requiring 
Should accempe co expedite Arthur 


10. After th nerger, the esc dons Coas™ operations will be 
as the "Schwa. sher Division of Blair &( , inc." 
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Robert M. Bishop, Director 
Departmenc of Meaber Firms. 
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-New York Stock Exch ge 
1l Wall Streec 
New York, New York 1000° 


Attention: Mesber Firms - 
f Finance 


Gentlemen: 
Accepting the suggestion of the New York Stock Exchange, 


I have conducted such investigation of Blair & Co., Inc. (the "Corpora- 


’ 


tion") and of its participants as I consider desirable, appropriate 
and necessary under the circumstances, and I am aware of and am fully 
informed with respect to the proposed investment dy the Corporation 


into Schwabacher & Co. My subordinated loan co the Corporation 


dated is nut being made in rcliance upon che 


ee 


stanc ) @ member organizacion of the New York Stock Exchange of 


a 


-either the Corporation or Schwabacher & Co. or om the Exchange's 


surveillance of the capital posicion of the Corporation or Schwabacher 
-& Co. 


I am familiar with the fact that the New York Stock Exchange 


has placed restrictions upon Schwabacher & Co. as set forth in-’its 


' i», 
ti os are ols, ‘ 
See ala td hte es 


/ 
Letters: cE ~ * 


ata iorymenrnan meee 


I agree thac the New York Stock Exchange has no responsibility 
to disclose to me information concerning she Corporation or Scnwabacher 
& Co. which if may now have or at any time in the future may have or 


to protect my interest in the Corporation, and | will hold harmless 


the New York Stock, cxchange, its Special Trusc Fund and each 


Pursuane to our sgtecaent yesterday, your 
firm 18 co infora Us by December 15 whethsr you vill = 


eye STO GSAT RES LSI TO RAISES TIN BAAN PERRIN DRAM OTSA STENTS TE 
Ca NPDES A OS CRE OMA = Vs NRCS NPY AR 
merge with another fica or sell @ number of orench 


Bhat wong Oh December 3, 1963 - wee. 
0 hl ini tt = PIL, EX BIT. [SY 
! io Schwabacher & Co, : WITNESS {shor 
’ 100 Montgomery Street Dare 
4 . $4 Francisco, California 94106 ia pos ; 
j t, i‘ Me, q Le Schwabacher Jt. 
a) Gcntlemen: 
ie a ' Lo (ObSilcua. 1 y Uxouce the Ceurus of ay merger co be 


firm by choc dete, although the telaceu Jucumnncution 
m™¥y NOc be complece. If you eiece to uell beanches, 
We will expece eule wOCONgements CoO be well in 
PeOgress aC thae cine. 


Pursuant co Rule 417, your firg {s directed 
Co have an ;udic by an independence public accountane. 
and to PECpare anewers to a Einanetal Questlonnaire 
based On buch Gudi€ as soon ag Posaible, but in any 
sven€ not Later chan Lecenber V1, 1960. We would con= 
sider some extension of ctiils dace ££ che auuicor yeu 
choose could noe acec this dacw bur could go 60 fa 
January. 


Please advise us pcomptly thac arrangements 
have been made with 3 natLonal accounting firm with 
Substantial StCockbrokeruce experience for guch audic. 
Also, please Odvise us of the date 46 soon as it hes 
been eect. 


Sincerely, 

rAAoepT rt BIEL CD 
/s Wetted bd bbe led iy 
Robere M. Bishop 
Vice Presidenc. 
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December 12, 1968 . 


Robert M. Bishop ? fe cain IT [47 


New York Stock Exchange , WITNESS 12. C4 


Lieven Wall Street REPORTER__(yorvl 
New York, N.Y. 10008 DATE __j = si ~1S 


Dear Mr. Bishop: i 


We have delayed answering your letter of December Jrd untul we had 
something very posiluve to report. ; 


Today we have agreed in principal to merge with Blair & Co., Inc. 
Enciosed is a letter of intent broadly outlining the terms. 


Perhaps the single most important laqredient from Blair's standpoint 
in making this merger is the report of two Arthur Young auditors who 
spent several days in our Milice this week and gave Olil Lendman a 

really positive report on the progress of our back Milica since ihney 

were in 6 of 8 months ago. 


In connection with Rule 417, as we discussed on the tclepnone, it 

will be impossibie to get an accounting firm in here at the present 

time. Prior to our arrangement with Blair & Co., Inc., we had secured 
(he promise that the Anhur Andersen people will be available and able 
to handle our audit as of tne end of February 1969. They estimate it 
will require 30 peopie and it will be impossible for them to secure this 
staff prior to that time. We kaow you will agree with us that it is iA 
everyone's best interest that we have a firm of Arthur Andersen's Stature 
do this. 
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Mr. Robert M, Bishop 
New York Stock Exchange 
December 12, 1968 

Page Two Ape 


P a os 
Even though we have made arrangements to Procacd on this basis, it is/ ¢/ & 
lair may wish {0 have their accounting firm, Arthur Young & gas 
Co., proceed in 3nother fashion, and | am Sure Mr. Lendman will be Cis 
Giscussing this with the Exchange, | . — 


. am $ 
We will, of course, keep you advised of further developments, 
Meanwhile, please advise me if there is anything further you wish at 
this ume, . , . 


Sincerely, 
x 
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December 13, 1968 


Hus 


* Me. Robert M. Bishop 
New York Stock [Exchange iF. ae 
11 Wall Suecert ; pela oe REPORTER vat es 
New York, New York 10005 -. ‘yy DATE tae 


ey Dear Bob: oes et eg f: 3 " 


The kindness and thoughtfulness of -rou and yOur associates in 
ssisting us in Washington, D.C. 33 Very Much appreciated. ' 
On behalf of my associates and myself, I want to thank you very 
much. If and when you come to San Francisco, | hope we have a 
chance to meet with you under slghily cilferent Circumstances. 


Kind regards. + - | 


Sincerely,” 


AESI c: HJ 4 "A. E. Schwabacher, 
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: Tha vialactoun of Rule 325 ac tty Jt, 1968 may be 
the aubjece of a Tepere to tha Advieory Comalecog of the Soard 
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Very truly yours, 


GC. it. Noman 
Manager 
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‘On January 31st, we issued a arcana report pointing out the remarkable dif ilerences between our sf aepniamiion in 
By +4963 and Blair & Co., Inc. as it exists today. We believe that some of these comparisons are particularly appropriate to b 
2 tp ligint the importance to the investing, community of the new Ulair & Co. as we expand (eday into a coast-to-coast invesir ir 

? banking and stockbrokerage compicx with the addition ot the offices. faciliies, business and=mast imperantels 
oy of the weil- known a Francisco-based firm of Schwapacner & Co. wnich now becomes the Western Division of Cis 
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Since 1964, our voiume of business has increased 500%. and we expect thal volume to sea in ies with the addition 
is Schwabacher ollices in California, Ulan, idaho, Nevada and Hawaii, 5°) Geer otter ae a 
“atthe end of 1964, we had 365 abenscinee Toda " we have more than 1,000, and with ihe pen eniny tatf we vil he 
than 1,800.8 bo ph oye vt SC ar, juan a Test jou Mame gay or ete nT 


, f. yee ; Raed ae H é yy S ag ONL 
in 1968, the doilar voiume of securities distnbutions manaced of co-managed by Blair & Co. increased by come © 
1964 total. With the addition ot Schwavacher’s investment management (eam, and theie — wiih \vesicrn 
_ Rann te we anes? these sialistics to show even greaicr growth," bee kia I PE Ware Ae Ett att 


‘ 
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We had 16 offices in 1964. Yesterday we had 31. Licata we have 47 allices to seve individual, institu tional and cor 
Di — {ram mo to Bosion. | “ iy ' : 
yw 
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Ny he i 
& 10f course our merger.with Schwabacher does niore @ than just enace our statistics. lt adds important services and ¢: 
se: ities. For example, we now have more ioor vrokers to execule transactions. We are now members of more sec 
(ae inj aC ARESS: Our communications faciliies are being greatly expanded. Our research capabilities wall be broadened | 

3 sf ularly in the rapidly expanding area of Western business, witch 18 $6 weil knows to the Schwabacher research stati, \% 


forward to the cross-poilenization of ideas as schwabacner peers become Ulair officers, vacates importantly: (9 our 
utiye depth. « BAR Pa tere Sh kl iaeene: kay sale Sa Ane ee ar ae : ae 
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Ra 
tei vin short, we believe we have made a giant sicp forward in our program ( ~<i qualitative growth We orler you i more, 3 
% * proved, facilities and services and the staif to implement them. » Hs Bee eta Parasireutcrs eae 
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< "For ail ‘of these reasons, we think that stock in Blair & Co. would be an eaccilent “srawih” iavestment...i ifit were a. 
Fpnto the public. It isn’t, regrettably, although a Rrowing number of our employees have exercised their privilege to ° 
yy. Blair & Ca. stockholders. Bul while our stocs isn't for sale, investors are invited to make tire fullest possible use ot ou 

Si services, our growth-oriented research department and our Service: enenied personnel. .. 4%," ab ee ete Chih. 


+t May we be of service to youl To pul our yrowth-onenicd arganizavian [0 work for you, visit of telephone the e 
jgueManager of the exe a nearest yOu, ‘ OF write, to Broudent, sees & eo he abot (1.5. ao 20 Groad Strect, Ne 
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“i z Founded 1890 ' 
cai Member New Yurk Starts Lor hange and other ea : 
oe TERN DIVISION: SCHWABACHER | Eaten 
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ag 
Zatatla, ey Saal ey oe ie 42 
tar, Robert M. Bishop : -- “7 
ea lA . cent, 4 
New York Stock Exchange “y km ommene / ay 


Eleven Wail Street Lie Oe cee: oO Pil rea a 
New York, New York 10005 / 


f - Vix ae 


‘ Deor Mr. Bishop: 


l received a communication from Mr. Gearge Selicxow, Assistant Director of the Oepart= 
ment of Member Firms, noting thet sue bagnotyer tiled oconyoline Financial Sistemas 

i i _ This financial statement, of course, would be dared 
on the audit of August 30, 1768. Because of our pending merger with Slair & Cos, Ines, * 
| would like to request, an deholf of the firm, a waiver of this requirement. It is our ine 
tention to make avoilagie to our customers the finenciol statement resulting from the audit 
of the merged company within the requisite time specified. | hope this will meet with 
your approval. If not, perhaps we can moke orrangements with dlaic & Co., Inc., te 
suomit a pro forma financial statement of the, successor company. 

; ‘ wh al 7 papoose he 
Please advise me, if you will, of your thoughts on this matter. inank yous ae RN 
| orth eee ty. 
Very truly yous, 
if 


Richard W. Muir 
Managing Partner 
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New YORK STOCK EXCHANGE 
ELZVON WALL STREET 
New YOAK,N.Y. iOOOS 
aucet =. su-CF 
we” wane eet 


dihiiwsennah eunaa eae Masch 5; 1969 


AccCention: 


Genclecan: 


to che financial 7 che audcic 


August 30, 1963, 
ceedings Srousnc 
intention ‘ 
sctacemenc 
company, 

within cr 


CWN YOUR SMAME CF AMERICAN BYU SINESBS 


governor, officer, trustee or employee of said Exchange or Fund 


for any claim with respece to the matters referred to herin. 


Very truly yours, 


ac an 


2 
No OB AP Nel te Oe 


Schwabacher 


OIWIGtOre OF B..218 & CO. MG. 


March 10, 1969 


Mr. W.M. Lendman 
R. W. Muie 


Subject: — &ule 419 = Financial Statements to Customers 
pnd ML Ab ca thenti bial dtect abbas 


As you will recall, | received a letter from the Department of Member Firms on 
January 20, 1969, requesting a capy of the Financial Statement to be mace 
available to customers cased on our audit of Augusr 50, 1968. On February 26 
| wrote to Mr. Bishop requesting a waiver of this requirement pencing cn audit 
of the merged firm anticipated in Marcn of April, 1969. 


| am attaching nereto Mr. Bishop's reply which indicares tnat our non-compliance 
with Rule 419 was considered in the disciplinary sroceedings areviously filed and 
seems to indicate that our making availacie the Financial Starement from the 
resultant firm would be satisfactory under the circumstances provided thar it is * 


within “the requisite time specified”. 


Ay 
be 


RWM:go 


co: Mr. J, 3. Ramsey, Jr. 
Meo R. J. Lucas, Orrick, Herrington, Rowley & Sutcliffe 
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ARTHUR YOUN °4% ComPaNy 


"20 “ON GCO~Cer grares 
Sam (MAnClisCe earna 


May.2, 1969 


Mr. Robert HH. Bishep 
Vice President 
Now York Stock Exchange 


as PG _ EXMigtT TI 
tl Wall Street : WITNESS (SQAP 
New York, New York 10005 REPORTER 7) 
Tin ; DATES ore 
Dear Sir; . A - 


In accordance with your instructions, we Visited 
Schwabacher & Co., a member firm of the New York Stock Exchange, 
and as of February 28, 1969 performed the limited procedures set 
forth tn the New York Stock Exchange Special Operations Question 
naira Review Program. Since these procedures do NOL Cunslitule 
an examination made in accordance with eenerally accepted auditing 
Standards, we do not CXpress an vpinion as to (he financial Posle 

m mete MR At Feoruary 29 3969, the results of ais 
Operations for the period then ended or the adequacy of its ace 
counting system, internal accounting controls or Procedures for 
Safeguarding SCcurttics. The member firm's answers vy Questionnaire 
items 4b, 4c, 8, 10, and 13 are not within the scope of the Review 
Program. Furthermore, the Limited procedures deseribed in the 


Review Program would MOL Necessarily disclose at sMaccuracles 
the other answers, 


Based on the Procedures performed and inquiries made, as 
Set forth in the Review Program, *e have preparcd the enclosed 
memorandum Summarizing various matters wnich came to our attention 
Guring this review. Procedures not discussed in the mcmorandua 
did not uncover any errors or OmmiSsions . 


_ Yours very wie 
ce: Schwabacher & Co. 


Mr. L. Holvenstot 
Mr. M. L. Poterson 


PE WALK Peer eT 
Niw YOUK mM © tums © 
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May 23, 1969 


Pig [76 
a { 

Mr. W.oN. Olson, Partner MITNCSS Bg jalld 
Acthur Youny & Company - RCFORTEN Sper 
277 Park Avenye i : MON Ps: ee 
New York, New York .1LOOL7 | 


Dear Mr. Olson: 


Your vequese co cuncucc audics of Blair & Co. in 
Cwo separate stapes by suditing Cirac the Schwabacher 
Division and a nunber of monchs later auditing the Jivisiaa 


which was formerly Blair & Co. Ls approved for 1969. 


In accordance with our discusstons you are advises 
that the New York Stock Exchange will require thac the 
Division of Ylatr & Co. noc belny audited vill, as of the 
game date of the Division being audited, prepnre answers 
to A Speelal Flnancial Quesctonnatre of the New York Stace 
Exchans;e, «we also requese cthac the answers to both 
Otvisions be presenced in a combined formac (f chis Jovs 
noc prove to be impracticable. 


The Stacerence of Financial Condicion for the total 
Blair & Co. encity Ls to be presented in a forme so that 
i ) 


the separate divisions a3 well as combined Clyuces are shown. 


granted ag an excention 


years. 


c™. 


We have discuesed your requeat with Mr. Andrew Narr, 
Chief Accouncane of the Securities aml ixchange Conmisaston who 
has orelly advised that the propene:t auditing procedures for 
1969 will be acceptable in this particular instance, 


Very truly yours, 
caer = NE 
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RMB /LWMcCHES NEY : car 
Robert M. Bishop, 


Vice President 
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Bist 6 hy ine. : 
The accompanying statement of fineness Condton of 
Bits & Co. tac at September 26, 1969 represents a 
Combination of the tespectwe Statements of hnancial 
Condition of its two devisees, Bia. tocmesty its Only 
Operations end Schmsbacher, acquired dusung the yeas 


We have examined the statement of financial condition 
fot Biaw Dison of Bla 8 Co ua at September 26, 
$969 (not shown Sepatately) Our examination was 
Mud! iA accordance with Senesally accepted audi 
pilenduids. and accordngly wcluded Such tests of the 
Counting records aad such Other dudiiiag proce 
©) 35 we Considered necessary im the CMCsmslances, 
scept that. 2% explained m Note | the scope of ous 
AHMAIUON was 1estiCled 19 the books and records 
of Bian Orviswe and dre not clude a determnation 
83 10 whether oF mot there were financial Uansections 
jiecorded m the bugks and seconds of Schviabaches 
Orvision mtich allected its Blais Devissos. 


la our opsmca except tos such adjusiments, if any, as 
May have tested withoui the hamtation of ous exanua- 


Co. imc at Sep 
fembes 26, 1969. ia Contucunty with Genes atly accepted 


acounling principles applied on @ bass consistent 
with thal of the bi ecedeng yeas 


Vine statement of financial Condition of Sche-abacher 
Dwvisson at September 26 1969 {not shown separ riety) 
4s prepared by the Company inasmuch a5 we hd nol 
ieee 40 cxammmation of it in accordance with genes ally 


to Frnanciai Questwonawe) of the Schaabacher Orision 
at bane 27, 1969 ang feposted thereon under date of 
August 15, 1969 Ings Chamnation was made on the 


fo the same mutters as Sescibed above fur the Blas 


| $4ihe Oasis and ous YPHMOR WIS Qualified mith sespect 
1 


Orvisson 


Mrasuucd as we did not meke am examination im accord 
ance with genes aity acCepled auditing standasds at a 
Single dite tor both Blau Onion and Schaabscher 


Oeceube: 5, 1409 
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4 { . , 
“we enter our BOth year 
with confidence...” 


The penod of adjustment that lolowed our 
merger with Schwabacher & Co has just 
about ended and maoy benelits—to our 
Company and to our clients — 


are now 
beconung 2pparent. 


Out Reseach Depariment has been ex- 
panded aur Pustioho Review Or 
has been established we have made a 
pumbes of mportant changes in our com- 
Puter-onented Operations Department to 
improve the Many essential services it pro 

vides our lovesiment Banking and Under 

wating Deparment has been expanded 
aud we have established ¢ ne 
Department 

Blase & Co is now fun 
whose PuMmary Objective is to Provide ser- 
vices reflecting the hughest: professional 
standards We enter our 80th year wiih 
e will meet this chal 
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BLAIR & CO, INC. i C 
STATEMENT OF FINANCIAL CONDITION * 
Septembes 26, 1969 (*) 


ASSETS 
Current assets. 
Cash oa hand and in banks 
Cash wm banks segregated wader the Commodity Exchange Act 
Cestehicates af deposit 
Cie ating funds aod ciher deposits 
Receivable from other brokers of Craters against detivery of 
Securities and on open commodl, accounts 
Recersable trom customers on secured accounts and 
Curent cash Wansuchors 


Secures owned by Fum—at marbet value. 
US Government, state and mucucipal 


$ 3.425.522 
40,582 
4,400,000 
289,716 


12,169,913 
$3,312,293 


3.422.735 
3,565,114 


Othe: 
i 2 Demand notes contibuted a3 Capetat- collate: ahzed by 
Cash aad securities 
Secunties Contiduted as Capital wader subordination agseements — 
ai mathet value 
MisceHancous current assets 


22,022,000 


1,009 622 
840.049 


Total current assets 401 467,539 
Oihes assets. 
Eachange memibersaps - at macket value 
Fuensiute, hatures and leasehold wnprovements 
less depreciation and amortization} 
Delessied charges and prepaid eapenses 
Miscellaneous 


1,776,950 


2.599.039 
$17,689 
170).442 
$108 059 259 


ee ee 


CIABILITES 
Cursent bebshitees 


Gor sowings va secustiies Bank loans 
Payable to oles brokers of dealers agemsl receipt of securities 
Payatte ta customers 

Secured accounts and cutfent Cash saasac tions 

Free credii balances 

Equities in Commodity accounts 
Securities sold by Fum, not yet purchased - at market value 
Dividends and ilesest payable 
Other accrued expenses and accounts payable 

Total current tabebiies 


$ 42.169,000 
12,308,328 


11,238.978 
14.530 885 
94.43 

985 288 
693.238 

_ 3477 084 
85,502,219 


Capital aad subordinated bosiawings (Notes 2 end J}. 


Suboi diusated borrowings (net of $3 908 989 receivable om 
Owasis of business acquired) Mote |) 


Capital stuck and surplus less écfaat 


22,092,278 
_., 464.162 
~ 22 $57 040 


(") Audited to the eatent indicated im seaport of Ceritied pubhc accountants See accompanying nutes 


OTL 5 TO STAULMENT OF FimanCial CONBITION 
September 26, bo.9 


Mots 1, 

Chectie Februsty 24 1969 Bla &B Co. tac acquired the burners Kestam assets Subject bo 
Cottam habohives) of another member berm lave Schaatbacher Oration Under Castaim prowssoas 
ete purchase and escrow agreement covenng the ascquiyilen, aa account seceivsbie was 
Qstablshed for Ue eacess of habelitses assumed over assets acquued and tos segisterzd sub 
Ordiasted debenture notes and Comman and prelessed stack isseed to Geheis of the busiarss 
acquied most of whom became officers and. or devectors of Bia & Co, tac At Sepiembes 26, 
$969, alter adjustments to thal Gate the amowal of the secersble was 3) 508 989 this 
powwnt 15 subject to fucther adsicent Ine Company anticipates thet the fecervable will 
wltunastely be satished b7 the proceeds of bquidstiams of sybordasted secured Cemand note 
Collateral Comtibuled by cesta of the partes Accordingly Mus amount hat bern Geducted 
fiom total suboracasted boirengs 1 the accompanying sistement of lmancie cor bhOm 


fa order te factttate an orderly combunrtion ef the businesses! accounts relating te ie 
business acquied were ceamined by cestihed publc accountsats at bume 2) 1969 and those 
4 Bian Orerrcoa at September 26, 1969 sae Meport of Cestitred Pubic Accountants) 


At September 26 1909 Blow Givision s aisets babtshies subordiasied Burrommgs and capital 
MUCh and susphus bere delurt aggregated $98 294 158 bactudag §10:0293 net secewadle 
from Schasbacher Orvisen etch Bas been vaunted ia the accompanying Metement, $41,- 
95/498 $12,881,065 ang $3 455,595, rerpectroety 


Weie 2 

Capeial stock and surplus ie the accompanying siuiement of limancia! Combtiva 1b shown after 
the deduction of $475 000 the book daris of the Companys mwesioncal securities whch may 
deQquite segests ation wader the Secutibes Act of 193) im aides to make them make adie om the 
oideny course of Bstiners te the openen of the Compiays marsgement, these securrtres 
Cutiently have a value if e1cess Gf Mew book bens 


Mote} 

Subordnsted Borrowings ($22 517.767 om the accompanying Matement) of which $20 310 600 
has bees borrowed thom siuchholders enctudes $1 400 OU0 casa which was epad on November 
1969 and $750,000 cash and secutshes mith an appiecumate marke! value at September 1969 
rls 700 000. mhich ae scheduled to be iepard 01 ieturned at varrous deles trough Apsd 


The Company has repurchased costae of ots Capital stock for $65 000 of whnh $45,000 was 
Wanslesed bo subssGmsied bosionings (Mectrre October 31. 1969 capetal stack 5 to de 16 
purchased tos OX subordinated nutes isubus hosted Doronsngs) Motes aggregating $1 200 000 
due 1a Octobe: anu Noveribe: 1570 bine been of ae ws the process of Demg Issued 18 connec 
en ath tepwichases sacs ad Gath te adden Convettible subardasied Gcdcnlust Aoted 
Gubsidinsted batromings) ia the wnount of $250,000 acre insued for cash sunequenl te 
September 26, 1969 


February 13, 1979 


ALL SCIMABACHIER & CO. PARTS 
WHO SIGNED THE MERGCR AGKLEM 
WITH BLAIR & CO., INC. 


The attached letter was sen 


January 26, 1970, 


acknowledged. 


This is being sent four information. 


Best vezards. 
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AMD OTHER |. CAMMS GECUMTY AMO COMMONTY CaCmanege 


January 26, 1970 


Via Air Mail Registered 
Return Receipt Requested 


Blair & Co., Ine. 
20 Broad Street 
New York, New York 1000S 


Attention: Mr. Jancs 5. Ramsey, Jr. 
Dear Sirs: 


The Agreement dated February 17, 1969, 
Schvabacher & Co., and the oartners of ¢ + 
would cause an audit of Blair, including an aud 

Sclwabacher, to be wade Ly Arthur Young & Co. ” 

following the closing date. ‘The purpose of the 

the in-house financial statements, attached as exhibits to that Agree- 
ment, to be ‘revised as of February 28, 1969". 


~ 


a 
c 


<4 


Now, almose gieven months aft February 
no such revised Financial 

ledze, been areparsd in 

astordingly, cequesc is 

furnished to us Cortiwiin. 


"sg er & 


evised statem 


The long delay in furnishing us with such revised statements has pre- 
cluded the determination of the obligations of tle Sciwabacher partners 
to Blaic under Paresrupis 19, or the adjustments to which the Schwabacher 
partners are enciticd sy reason of any difference Letween the equity of 
Blair at date of closing pursuant to its in-house figures, and such 
equity determined in accevdance with the revised statements. To the ex- 
tent that the affairs of Elair have deteriorated in recent months and 
after a reasonable time subsequent to date of closing, the rignts of the 
Schwabacher partners to have their obligations sectied may have Seen 
materially prejudiced and such rights as the Schwabacher partners may 
have in this particular are specifically reserved. 


In order that we may proceed to determine the respective rights of Dlair 


i er a ‘ 1 
. Schwavacner- 


Orvisionm OF O..4'/8 & CO. i~C. 


Blair & Co., Inc. 
January 26, 1970 
Page Two 


a 
and of the Schwabacher partmers, we not only require financial 
ments as cf the closing date but also request: 


(a) A statement of Blair based on the September 
audit figures retroactively adjusted to June 
27, 1969, the date of the Schwabacher audit, 
and 


(b) Current finaneial statements of S3lair, all in 
conventional form. 
This letter is addrussed to you by the undersigned on behalf of the 
Comnittce of the Schwabacher partuers named in the Agreement, as well 


as all other Schwabacher partiers. An early reply is urgently re- 
quested. ° 


Very truly yours, 


ee 


Albert £. Schwabaciier, 


AESJy: me 


ee: Clarence E. ileller 


William il. Caim, Jr. 
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Dear, Sirs: 


We have been retatned by Messrs. larence £ 
Heller and Charles 7.- Lowrey, holders ¢f Subordinated . 
Debenture Notes issued by Slair & Co., Inc. ("Blair ue ie 
to act as their New York counsel {n connection with 
possible claims by them against 3laitr and to advise them 
as to their legal rignts with respect to a possible sale 
of the business of or dissolution of 3lair. 


We have been advised by Mr. Heller and his 
California counsel, Messrs. Heller, Enrman, ihite & 
McAuliffe, that, on the limited eyeaence availadle to 
them, the Board of Oirectors of Blair ld inmed! 


4 PrCrperer Sos neeaon tae . herher Mr nh) — ReG Ya urea 


4 lig ren “9 91 


Vacdecnile. We have deen advised that it seta aopear that 
S3lair nas made payments to Mr. Vanderdilt with respect to 
Subordinated Debenture Notes as follows: 
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Wea have Curther been advised that the Subordinated Debenture 
Notes on whicn such payments were allegedly nade contain 
language somewnat as follows: 


"Tne registered holder agrees that any payments 
mace to Aim pi e Blair is insolvent will, upon 
weitten noti from the corporation witnin one 
year be eabjact to return to the corporation." 


“Since neither our 3 nor ourselves are_in a 
position to determine vwhethe nas a valid claim against 
Mr. Vanderbilt with respect above matter, we hereby 


request, on benalf of our clients, tne Board of Dir 

of Blair to make an immediate investination of ail 

and legal principles with respect to such claim and 

advise us immediately as to any steos wnich have Seen 

taken to enforce sucn claim or, if it is determined not 

to take any sucn steps, the for not acting. In 

view of the 4mportant time ons nere, we request 
that sucn tnvestigation dy » 3 e conducted as quickly 
as possiole. 


Mr. Heller has advised us that Mr. James 8. Ramsey, 
‘ JIr., President of Blair, would give us regular reports and 
information on Slair's current fitranci2l condition, EA 
possible reorganization, proposed sales or closings of oranch 
offices and other matters material +o nolders of Subordinated 
Deventure Notes of Blair. Despite several attempts oY suts 
office to reach Mr. Ramsey, we nave to date not seen contacted 
tn any way OY “Mp. Ramsey or otner representatives of dlair 
since Mr. Heller retained our services. ‘ 

We note tnat tne Suoordinated Dedenture Notes issued 
to our clients provide chat sucn Notes "gsnall become and ve 
immediately due and payaole 5 aa (S3lair) shall vecome 
insolvent . ,' de nave Seen askea Dy our clients $o con- 
sider whether their Subordinated Debenture Notes nave, pursu- 
ant to sucn provision, now become immediately due and payaole, 
thereby giving chem such legal rignts 3s may ficw Crom Blair's 
failure to maKxe payment thereon, including any signts uncer 
Federal and state insolvency laws. 
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Meanwhile the “Paper Crunch” continued eecalating costs ever further 
a8 processing and accounting errors were mowuting caning tirms to 
undertake additional expenses in 2a attempt to resoive Uiese «Tors. 

However, aven the attempt to respive the proviem through tive ac- 
quisition and instsilacion of ALD.P. systems caused complications as 
many firms abandoned existing systems for the new \.D.P. systems 
which were unproven. Indeed, a number of brokerage tiem failures are 
directly attributable to conversions to A.D.P. systems wiich were not 
properly planned or implemented. 

Unfortunately the downturn in trading volume was not a cure to 
the operational problems of the “Paper Cruncn.” The downturn in 
trading volume and securities prices dumng the 1969-70 ~Benr 
Market” which was suppo~ed te allow firms to “catcn up’ on heir 
paperwork processing resulted in a financial crmms which ultimately 
caused many firms to fail. Many fiems which undertook suostantial 
expansion suring the Buil Market and contracted (or auditionai per- 
sonnel and equipment to solve cue =Papse Crinch” had enbstancial 
ongoing overhead expenses, but with the decressed trading voiume 
revenues sere not suificirent to meet their costs. Further. as Many iicms 
ware thinly -upitalized, with little equity capitai, and furtiet were 
capitalized with securities whose values were now rapidly deciining, 
these rms did not have suilicsant resources to meet the many iin viicial 
demands being made on them. Thus, the lack of adequate pemnanent 
capitai coupied with the samnking capital provided by secirities 
whose vainee were declining rendered many nens unabie to survive 
the financial proviems caussd by decreasing revenues and wicreasing 
axpenses during the Gear darkest. 

The major seif-reqziatory organizations whch have responsibility 
fne supervising the Gnanciai and operational condition of their mem- 
bers were equally unprepared. In the first instance, the sei f-recuia- 
tory organuzations had not expected the surge in trading volume, nor 
had they sisqaately planned o¢ prepared for the development of 
sopnisticated industry-wide systems te han this volume. The svs- 
tems which were uulized in 1968 were essen! ally the same as those 
atulized in 1980. The operational systems of the individual tirme, 
particulariy certain of the large “retail” firms, were not adequate for 
their purposes. Only when the operationsi problems reacties! “risis 
“proportions «iid the seif-reguiatory organizations act docisively to 
umprovs operational systems. 

Further, in many instances, the self-regulatory organizations were 
reluctant to take decisive action such as suspending 3 nem. 

Apparently, the self-reguintory organizations feit shat if the firms 
were given sufficient time and if market conditiony could improve, 
these problems, which wore often viewed 48 “tempomry” of “evelical” 


feces ee | 


rather than structural, would be resolved. Unfortunately, this ap- 


h was noe always successfui. 


t —_— 
While under a canitalistic system some business failures are in- 


eritable, and although it is not our intent or purpose Co prevent in- 
evitable failures. it is nevertheless our objective, in the overt of a 
henkerage firm failure. to provide mazimium provection for customer 
fands and securities. The recent SIPC legisiation will zreatiy assist 
in the realization of ‘ius objective. However, it is n0¢ the total sotution 
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recently announced the formation of an industry-wide task force to 
deal with qualifications of and truning standaris for securities indus 
try pervonnel at. various ievels of operations. The Commission antici 
pates that the aork of this group wiil provide suggestions for further 
improvement of the system. 

9. Changes in entry atc ods 

The statutory scheme governing Federal registration of brokers and 
desiers is premised on a conceyt of reiatively {ceo entry into the 
securities business, with only minimal capital reqnirements and eudi- 
mentary standards of profresional competency. Recent pmonaals by 
the Commission to inerense the capital renmuirements and fo insure that 
adeqnute arrangements havo been mado with respect to personnet, 
faciiities and financing, described eariier in this repart, we «cps 
toward increasing entry standards for brokers. While che Commission 
has propoand no new standards with respect to professional compe- 
tenev, the Commission’s Office of Policy Research ts currently encn gat 
in an analvsie of the charactemstics of firms entering the secumties 
business Thich will serve as the basis for a review of imer-lenier 
reeistration and deremstration requirements, If this eudy iinecraces 
that newly formed broker-dealers engage in thoee types of business 
in which senificant amounts of customers’ funds and eecumfies are 
at risk, it may be necessary in the public interest fo Ini pose additional 
entry standards, 1¢ least on those broker-<leriers proposing to engage 
in these types of activities. Furthermore, the work of the securities 
industry tasic force, jescribed af the close of the previous serion, 
should also yield beneficial rewuits in upgrading the quality of new 
firms 
10. [mproved discloaure ta investors of broker~tealers’ financial and 

operational condition 

Customers of most brokerage firms were ziven little information 
as to the financial and operational condition of the firms to wiuch (hey 
entrusted their funds and securities, aven though generally inanies 
and secunties left with the diem would be at risk in the case of wrens 
linancial difienity. Benker-icalers in most cases peaforrtd to oid 
information of this tvpe closely, while myuiatory anu wi f-reyuiatocy 
agencies required jittie or no information to be furnished to customers. 
The recentiy proposed ameniiments to Rule i7a-5 under the Exchange 
Act “ represent the Commission's response to this proviem and srouid 
appear to go a long way toward providing menaing ful information to 
customers. After she Commission hag made a careful review of the 
comments submited in connection with the above propel, it 
will, if warranted, adopt the rules, with any modifications deemed 
appropriate. 

Seif-regulatory bodies in the past often had informacion in their 
possession, but not made available to the public, indicating that inem- 
hers were in violation of the agency's capital or financial protection 
rules o¢ that they were materially deficient in meeting segregation or 
record keeping requirements. On some occasions, disciplinary actions 
taken aguinst by salf-regulators were not disciosed. The Com- 
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nussion’s adoption of Rule 17a-11 alleviates this proolem in part. How- 
ever, the exchanges and NASD should adopt a program ensuring full 
and prompe disciosure of ail ‘iisciplinary action relating to members’ 
financial and operational condition. One suggestion is if the seif- 
regulatory body determines that » <:omber is failing below minimum 
standards, it formally notify tre member of the violation, directing 
Prompt corrective measures. If .ompliance is not obtained within some 
prescribed period, the agency s adverse iindings should be disclosed 
to the pablic, and further prompt remedial action taken. Exemptions 
would be permitted in only lin ited circumstances where a specific tind- 
ing was made that the public 1 werest required a delay in making such 
infor ation pubiic 
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Furthermore, anresolved short stock record differences, when com- 
pared to net worth (exclusive of subordinated borrowings) demon- 
strate the potential exposure for certain rms, because, in the event 
these differences are incapable of being resolved, they develop into 
liabilities. Table V indicates that unreestved stock record differences 
at some firms in 1969 were at a dangerous level. In the cases of Blai: 
Co. and Dempsey-Tegeler the unresolved short tock record diflerences 
were twice net worth. Hayden, Stone, Goodbody and duPont experi- 

vels less than reported net worth, but. eren ot those levels, each 
firm would have been close to insolvency in the event their short stock 
record differences were all incapable of being resolved. 
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Not only was the reo of short stock record differences alarm- - 


ing, but the failure of the firms to resolve these differences led to aged 
differences. A memorandum to the Commission dated September 21 

1970, from the Division of Trading and Markets outlines the effect of 
aged short stock record differences. 


Aged etock record differences indicate that r firm ts not maintaining Its books 
eed recards In & current manner, They erience a carsiler attitude toward cne- 
tomers. in that the majority of the complaints which the firm reerives in due te 
non delivers of customers’ atock and menes, which ta often traceable ta fanity 
customer avrount rererds. More tmporiant, continucd failure te research old 
aleck record differences raises the « weathility that a firm ts deliberately trying te 
erade ta responsibility to customers fe Br ¢ thetr securities an band and ta 
eraregation. That in, where a firm bee @ large excees of short differences over 
tong differences, a firm te really meking nse of customers’ recurities amounting to 
et lenst the excens—aud failure eren to attempt te ciean ap these differences for 
& whole sear after the sudit auggerss that the frm might be Gnanciaity anable 
te end this Improper practice. 

The practice on the part of some firms of carrying unresolved short 
stock record differences on their books for extendex periods without 
buying them in, represents particularly, a gamble in a rising market 
beeattsn the exposure increases by procrastination. Despite this gam- 
tle. several firms did engage in this practice. For example, Francis I. 
duPont, Glore Forgan 'ne. represent>d to the Special Commitice of 
the Board of Governors of the NYSE which deals with troubled firms 
that it placed the resolution of short stock record differences at the 
botiom of its list of priorities." At the time of the 1970 audit the firm 

104 21, 1976 “Copeidersdie dincunston con- 

theints stated thet they bad se many 

or it seer that ther had te set oa erder of priornNa@ee fer deatiag with them, 
and that thes piace the reantution of atert serard diferences at (he hottom " The fratte 


of tbls pottes were that whee the Oran was jokes waver Ss the Perot tuterests, 855 mittee 
wooded to put the duleat operation on ering basis Ree Waehington Mest. Ace P11, 


was still carrving short record differences carried acer from its 1960 
audit." A subordinated joan hy the NYSE to Hayden, Stone waa con- 
ditioned on Hayden, Stone's buying in its aged differences, some of 
which were three yenrs old ** : 

The Commission charges the fall amount of short stack reoord dif- 
ferences to net rerth in computing net capital under Exchange Act 
Rule $5e3-1. This same procedure was followed by the NYSE ander 
ita net capital rule, Rule 328, until May 6, 1969. Thos, an internal 
NYSE memorandum to the staff dated May 5, 1969 stated: 


Re Treatment of anlocated short differences 

Fficctive with anatyeie of anewere te Anancial queetionnaires made on and 
after May @ 19809, we wlll rererce our preeiows method aad compute original 
Capital positions without any deduction for antocated short differences. 

Imenestiately after the presentation of the original caplial position on the face 
of enaizeis aa adjusted capital position will be shown giving effert to deduction 
of short diffcrreces and @ notation rriative thereia 

The form of the notation relative to the adjusted capitis’ position should be 
anbetantiatly as follows : 

“The market taine of Uniocated Shan Differrnces reported in the an were la 
the amount of $_ -- hate not been deducted from the abore net capital. 
If these vatuece ha dedacted the captial prcition would he as follows: Net 
eapliat, 3........-.: ratle " 

A timitar notation should appear in cteit reports in conmmection with capital 
povitions at anewer dates and current dates when applicable If the aaxwers 
being reclewed Ine Meld cisit were analyzed on the off baste, capltal position In 
tisit reports moet he xtated In accordance with new method. 

1, W. McCrrssre. 


This policy of the NYSE was rosy et by an Exchange oficial at * 


a panel discussion on June 23, 1969. The record of the panel discussion 
reveals this Exchange's position with regard to short stork record 
differences: 


Our policy ts and has been for sometime ta the paat one whereby we rompate 
capliat «ithont writing off any short security differonces, We made a capital 
computation on thet basta 

We then adjust that capital computation ta refiect what the capital position 
reuld be If we wrote off the short arcarity differences. 

There tro positions are then referred ta the admintatrative end of the Rachange, 
the Department of Member Firms and ite coordinators, and there ts a werk cut 


bet<ren the Stock Exchange and the member firm on the recotring of the detatia 


ae It apptice fo their capital.” 
The effect of thie change in procedure and the “work ont” between 


the Exchango and the member firm was to “sweep yinder the m "s 
hi, hlydan eros element. Retail houses, were particularly a ied 
advorsly be tee cepree . Table VI shows the net capital ratios com- 
puted before and after deduction of short stock record differences from 
net worth. In firms that failed and had to he taken over, the matter of 
being in compliance with the net capital reise depended upon the 
difference between charging and not charging the firm for such 
differences, 
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Short stock record differences thus can play a significant roie in a 
firm's financial condition. Anaiysis of the treatment of short stock 
record diiforences at [slair and Co., for exainpie, ieveais that, if the 
fuil amount of the 1969 stock record differences wiich were unresolved 
at least after 75 days (the tirm tiled its audit 23 days lace) were charged 
to net capital in computing tie firm's nee capital ratio, the arm wouid 
have been in net capital vioiation. The Hrm witimacely nied a voluntary 
petition in bankruptcy on September 29, 1970, and was liquidated, ~ 

C. Long stock record differences 

A lony stock record disference ts created wien a broker hag securities 
IN MS PossesMion Une its LooKs and secords do not indicate who owns 
the securities. The securities might belong to the arm, customers or 
other brokers. Long stock record ditferences represent + problem 
beeniise these reprerenting customers’ securitics are not rendily identi. 
Hiable as such on the boois of the frm. 

Lang stock recon diiferences for eleven major retail houses for 1968, 
1960 and 1970, are shown in Table VLL 
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Long stock record differences present additional probiems not asso- 
ciated with short stock record differences. \Vhen long stock record dif. 
ferences are riot resi ved, they provicle the temptation for the broker to 
"se the seeurinies by seiling o¢ pledging them, or otherwise turning 
them into cash. Because such a Practice provides cash for the firm, 


tuere may be an economic incentive in not resolving the differences, 


However, the sale «> 
belong to customer 
upoa the sale of secu: 
ence, the securities >: 
19 cesoived after the - 
1 usuaily will be res 
rising market. 

F. L duPont oscen- 
its long stock recor: 
tempe to correct ita : 
Throughout 1970, tlie 
taes included in its lo: 
halted in L971. A Jul: 
forth proolems exper: 

The drm‘s Tressurer + 
frm hae doe in pust 5) 
(rauduiest under out rm. 
ile repiied that trey tin 
they gud had bad eter: 
titted aad the securities 0 

D. “Fails” 4.7 

Differences in fails 
of stock record (itl: 
manly because of * {iv 
ment of uncompiete:| 
made or when a requir: 
Fails differencee repiv 
houses because they 
receive ditference i: 
the firm has tn fact rev 
tomer’s securities. 

Several firms exper: 
end of the 1960's iii: 
increased levels of {4:' 
ing volume. In its 
livee of $11,106, ' 
wore not known. Sun 
ceive from brokers whe: 

The manner in viii 
Tegvler iilustrates in > 

Vhe diiferences wer: 
at the audit date. ‘lie | 
at the audit date of Ju 
was completed, the [x 
failed to deliver wher: 
tors, however, wero 111 
soid. In a memorandum 
October 29, 1969 the au 

(The auditors} stated : 
loog market reiue, woere ’! 
the foulewing manner: T 
Teweier for two months. [21 
sedit dete was compured 


{ 
! 


P= 10D FB 


the extent that the 
enced probleme in 
rf October 29, 1970, 
* to the firm was 
muight have been in: 


were perhaps ever 
* item in excess of 
eck drawn to the 
ived for over two- 


ovds relates to in- 
her missing securi- 
tablishing that the 
uttificates might be 
In this event it is 
+ missing with the 
ispued certificates, 
r stolen certificates 
tablished thac the 
to bona fide pur- 
ve broker with his 
ages are required 
ome brokers carry 
r brokers’ blanices 


ve of the filing of 

company ho.ors 
ie claims as good 
of the peasibility 
ry instance. The 
pproach. Member 


foe potential insar- 
8 been giren ta the 
‘eetibie, Cader this 
on (ne enme matrers 
Tf inapeanece claim, 
1? feme ta the inure 
ter a loa is discov. 
1 fem connee ia of 
4H remaia oad ac 
vill nee de slowed 


oy aclaim within 
if of the NYSE 
ithe department 
ned the Commus- 


o fle nuremaser fae 
eer and lone te the 
covery. See Artic & 


Ll? 


son's staff that the “30 day tese” shouid Le expanded to a “40 day 
tase” becauae insurance companies are Hot capadie of processing ciaums 
within 30 days.* 

Hayden. Stone took credit for net ca ital purposes in a case where 
the insurance claim had not been fled. Had the uniiled ciaims not been 
given credit for net capital, the firm would have been in violation af 
applicable net capital requiremencs. The Exchange did require the 
firm to treag its insurance ciauns /n conformity witn the treatment the 
Exchange required of its other member firms. 


. Excesswe costs of faulty records 

The costs of researching and carrying errors also presents 2 finan- 
cial burden on a firm. Such cosces are dificult to isolate, but certamiy 
are present. In addition to a particular error, such a a short stock 
record difference. not being resolved by 2 finn resulting in the iirm 
being required eventually to buy-in the securities, the overhead in- 
curred in researching the error is likewise expensive. Further, if firm 
assets are involved in the error, the frm might be deprived of the use 
of some of its capital, and, a¢ least theoretically might have to obtain 
the capital from another source at an unnecessary Cost. 

In a speech given to the Institute for Advanced Technology | for 
the securities industry) on June 4, 1971, Wilmee Wright, founder of 
the managemant coasuitant irm of Wright Associates, spoke of the 
cost of errors. 


Moet Arms would bire a aew employee. sit him dows dy an experienced worker 
ted tell the worker to saew the new empivyee Low (9 perturm the erating. 
Since the worker wag aut trained as ap .ustructor acd in mans cuses dida’t 
reaily know the job be was supposed (6 be doiug. the (rainiag period resnited 
ig poor training and a set decrease in owt pat of about 50% on the part of the 
experienced rorker. [a other words, for euch new empioree sdded. ‘ve tempo- 
rarniy reduced our total capacity Ly cae haif empioree. \Vhen you rewenver 
that Exchange member firms added a total of 25.000 employers (rom ivit to 
(808. oc in increase of 20 im one yenr, you can begin to preture (he conse 
quences of inadequate ‘raising techniques and short ughted persoanei poil- 
ee... The number of mosey errors ia 1508 was five ‘imes ‘oe LOd4 race. 
Nog-mooer errors incressed iC jeast three fines as winch. Here. rgain. the cul- 
prit was iack of trained employees. Our studies indicare that for each orgigai 
‘error muade@ at eas three of sore were made in (he procens of correcting the 
acet ove. 


The magnitude of expenses resulting from errors has been so great 
as to unpel De. William C. Freund. Vics-President and Economist 
of the New York Stock Exchange, to state: 

The need for better pianaing aud coatrat is dramitived. for example. uy the 
dailooniag of “lose and errors ia sccouats” —an expense itech that may <erve 
a8 ag index of »perational eGcieacy Jetweea 1967 and 1908, expenses direetiy 
agsomated with losses and errors soared 112 perceat to $K1.5 milllog—-a rate of 
increase sbarply ont of pronartion to the climb io grege ncowme. tt can be assumed 
that geserai i acies buried iB utber expanne categories 1180 rose.” 


cConcLUsION 
One of the principal factors which contributed to the distress of | 
the financial community was the tendency to stand oif the evil day, | 


with the consequent accumulation of operational prooiems to the pount 
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[ of no return. This should not be permitted to occur again; and every 
etfore of the industry inust be expended to place it in a position through 
moiern computer technology to handle the anticipated volume of the 
1970's. 

The inadequacy of management in the securities industry can be 
laid to the door step of its excessive concentration on saies and on 
teading.” On the larter point. reference has already been made to the 
heavy expenditure by the industry of customers’ free credit balances 
and other cash equities in the firms’ proprietary securities.* 

Recent independent studies have commented on the phenomenon 
of the lack of manageriai caliber in the industry with the consequent 
absence of planning and of the use of ordinary manacement tech- 
niques as constituting & function of the focus on sales. The Lybrand 
report * urges thac “firms should eliminate the serious hierarchical 
void that exists at the middle-management level where important 
supervisory posts linve been filled by personn: lacking administrative 
ability or training.” “ 

Wright Associates, che management consulting firm which has per- 
formed services for the industry for many years. conducts an ongoing 
survey of orginaily seven. then of thirteen, and, now, of about nine 
NYSE firms of mbscantial size.* Four 9f the firms included in the 
group experienced suci: cliilicuities that they could not survive excent 
by merger or being taken over by new management with a substantial 
infusion of capitai. These are, Goodbody & Co., Hayden. Stone In- 
corporated, Hirsch & Co. and F. I. duPont & Co. Had their manage- 
ments been sensitive to the volume of business required to break even. 
they might have recognized their plight in time to initiate cost-cutting 
measures to reverse their downward trend. The quarterly reports 
rendered to these firms by Wright Associates based on the records of 
these firms revealed that, by the first quarter of 1969, thev exceeded 
the “margin of safety” in the relationship between gross income and 
direct and periodic costs. The formula employed by Wright is ex- 
plained by the following exampie: pd 
Total gross lacome..__... eee renuminennenwecwcnwnnn $b 

Direct costa: Producers compensation: exces production salaries; 
managers salaries and bonuses: commissions paid others: cieariag 
charges; ezebaage feet; and set Drokerage costa 

Total direct costa... — enn anne 19 


@ See ruore p. SX Amen fownd '¢ seceeesry is Ortover 1968 te adept its Ruie 13. 
reetriet «nert term (raiding by members for (heir owen account (rem of the Geer. See 9. 1a 
of Amex Lenmet to SEC vader cover of ite Juge 1. 1971. letter. 
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@Thie repert speasered he Lrorand. Row Sree £ \iowtromery a certified nuniie 
Acconating rm eeie® earsers ig Sreaerage scenuating. The repert is entitied “Paper 
Cetss (1976) [a (Re Seeurities iedestry: Causes 18¢ Cores” | heraimatter exiled ‘he 
Lybesad Remort! aad it was prepared hy Profeeser Sidaer “ooriae of “Re Coiumeia 
Geaduate Senne of Restgven, Valter Werner. Profeene of Business Law, Coinmota 
Semen ot Law snd Cotumata Graduate Scneat of Sueinces, Craig Johasea, \eriataat 
Prefesane in Finaace Columbia Uraduate Seon of Business, aad Aurea Greeaq@aid. 4 
member of Lrerand’s coesuiting sta@ Sah Rooting sad Veraer are former sced o@iciasw 
aad had UmmortAnt roies iG (Ra Special Stedz. 
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* variation «& the sumber of firme studied ‘9 scconated ‘or priacinaily by wes 
eroats ag the inasiveac? tnd merger Gh consequent disnprearance) + 
gember. A Wail Street iournas ietieie 20 Jase 10. 1870 pp 70 ‘deerthes the 13 
firme ag at that date sa Korneuia Cane Wonter Mirsck. Cooghady Shenrece-(Tammtil. £. F. 
Ruttoa, Thesese-MeKianea, Deag Witter, Weistee @ Ca, Marden Sieve, Dornsiower & 
Weeks, duPoar sad Sacac, 
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Halla yate car oe hed papi he area of fanncial responsibility 
are hights interdependent : 
ee eee im eornring (hat @ trewbied Arm aes Mer Gon iee ese 
Msqicate Ral ( Ly el Herlestrs generals hee ntve berm consetona of tend 
ener nen picbisags aebl y —— from caning losses te ite custom 
i renin contilonce pom chich the ~ tee 
Loerie Tous at vegwining ¢ mechantxm might be ates Heoapa ipa 
eric Peano ha fet prete te be designed te homdle Indetes wide 
A le ps prehtome ef the macnitnde etperienced chucing the poet 
Atthough the erdiners hurinesa can ov 
i ratinne to aperaie deepite fi 
coe Prsibe baer insetvent of Its Habllitics exemd its Laid wages 
the apetiratton of Meer Ssca! stnnauran, Furteest te Ceesresetcast anther? 
" ‘ursuant to 
ewes im 1944 made eflective a net capital atte Gee ated 
ad ae “ Reset that a re enough lHautd capital te eer the ort. 
3 burinens, @ would be shut dow i 
the when be wold efflt hare enough # cece un oonmaece 
‘ maria to cover the cintme of ht 
Praag time the Comminston's net capital mile wes put inte eee! gpignieee mt 
Nitils motions peeutcmte Retlu te rysnl ents ae ire 1871 roter 
cal preemies i te capital ratin wae then 13: 
than 20:1 ne nndet the Commiseton’s cule), sud 0 the Semaponew enemies 
rae. acheter termbece Sere somal torty borer Srien het tne Comeeaten’ 
: iy fairly large firms. bat the © - 
Peay ella kaa para shoal browtt peer flems tn enter and pedal yeh cls 
: 3 anger theie custemere Rince then, t % -te 
ds aaelara Lapras fn ctrfad sdibatyests and application, Se a aaa: = 
nges Hh Row appenre were axed, of 
Mahagio) stnit to hace reeulied from a concern = Oca pryeglle eed with 
soral pet me which might be crcountered in clovineg a targe firm. The re<uit 
ea ne reverse the respertive stringrncies of the nsie« as interpreted from 
. tinining originally, and today sa interpreted and enforced by the Com- 
igang the Cominicsion’s rule afferis investors the menxt protection. 
Pes replied tame about gradnaiiy, for the moet pert Nefere the recent 
slabgtt CY iige — came to the fore, there was argaatly little practical difference 
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& Ca. carried « combined total ef arene 105,000 customer meets Thete paper 


work aml capital pretiema were critival 
With each fem, the Exchange atlewed continued ope athom nates inerea-ed 


reevintion pemiing # erating dewa ef bashes ond cehettes of paper k 
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Stand that bt proposes fo incrense the wire of the Traet bund be fon NEN ey 
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are helping ts meet enstomer foceee nnd thas anctain Ineestor confidcare 
Tou farther ask: “What has bere the Commission's rete tm swpertl the 
work of the setf-rrantatorp groups” Fer the past three srars, we hare fern 
attempting te make the fegistatice paticrnas of self regulation work tn the served 
tea Industry through munerous actions. We heitere Jt wilt he betpfad te deserter 
feneralts come of theee activittes 
Prom aur analy sis of compininia sbeat broker dealers made to the Commis: hon 
fn carly 1967, we enine to the eanciusion that the eperations problems were rere 
sertova than were geacralty realired bey the bnueteet ry Accordingly. se wrote to 
the fen firms a hich catsed the greatest number af castomer complainia, ashing 
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prottems amd whether we or the «elf reguiatio’s badien might be of areiataen ec, 
dn general, the rns Indicated that their problema were of & “mrsiness” ane 
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Intervention bot expressed the shew ft wontd actually be harwfnt 
fiar concern was alee disenrsed alth the aedf reoguinaters botles. and in Anciwt 
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Fitchange commenced ta ligoidate this firm sith the alt of trast fend monies 
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Ficchanere and the NASD, eipressing concern nhont “accounting, record keeping 
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THE EXCHANGE STaFP 
equal (oO Nive or seven weeks salary He undoubtedly woud 
be given the privilege of caung unch n che senor start 
Giming room, :nough 4e Tught Aot De Dermitted to sar 
lumen a the Exchanges Luncheon Cluo on the eighth 
floor umuess he were 2 ‘avorite Permission (Oo ¢ac in the 
Luacheon Club is granted only by the Exchange's exccu- 
Uve vice-president.) How weil the stater Agrauates him- 
self with the Exchange's HIgh-ranking vice-presidents, 
including the executive vice-president, also determines 
whether he wiil be invited to attend the weekly senior staff 
meeungs. As the statfer makes a1s way upward. three or 
four Dromotions wul raise aus earings ‘0 $75,000 of 
$80.000 a vear 

High saiaries and >onuses are only part of the incentive 
ot che senior statfer remain a cvai ‘oot. While he is 
emasculated. as one critic sees t, the Exchange extends 
an ego-feeding power ‘ew peopie exercise side govern- 
ment. Consider tne Memoer Firms Department and 
nce -presicent in charge, Rovert M. Bishop, a thin-iipped, 
aumoriess man. Bishop was drought :o the Exchange 5y 
Keith Fuaston trom Trinity lege, where Bishop nad 
worked Oo pudiic relauons. When Funston . Bishop 
stayed on even though re Aad lost 4s datroa. Aithough 
Bishop was passed over sy Haack wnen Haack aS (OOk- 
ing for someone to nead ‘ne Excnange’s Diegest division, 
Operanoas which .aciuded Bishoo’s own Jepartment, as 
Manager of the Member Firms Department, Bishop is a 
man min great power Member Firms 5 a watcndog 
agency, a Kind of secret police ‘ nat Avestigates ine 
wadusiry 1 So] ent even controis uring among 
member ‘irms so the extent that it ses the empioy- 
ment cgeacies with wnica the memoper arms deal. {t 
sag withhold. suspend. of withdraw approval of employ- 
ment {of someone iiready working oo a drm or for a 
prospecuve emotoyee. it Getermines 330 {he income a icm 
May pay in employee. Even so nterma a matter as a 
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PLEECING THE LAMBS 
salesman’s ‘eave of absence is in the province ot Memoer 
Firms authority 

The department's power among ‘he memhers themseives 
iS )USe As extensive. [¢ can force them 'o appear ‘0 tesufy 
and !0 produce incmminaung nooks and sapers. It exam- 
ines the Ansncial quesuonnaires submitted dy che arms to 
the Exchange and 4as tne power :o grant or refuse time to 
firms ‘¢ solve ‘inanciai probiems. ‘In fact, i gave the 
firms so much ume to solve Prodiems of ma:ntaining 
jevels of capital that it undoubtedly contmbuted to the 
fash of inscivencies that ulumatety occurred. ) 

For ail :ne powers Member MS wieid, its invesuga- 
Fons do not aways iead to justice. Securities salesmen are 
censured every Jay ‘or wolaang Exchange cules and se 
sures aws, vet most escape with fines or ire givea a 
few days’ suspension [f cnarged uncer common ‘aw for 
taking funds trom a customer’s account, for exampie, they 
would most ukeiy lose their freeds-- The nemoer rms 
are iikeiy to get off ligntly, too. Under one Exchange's 
exercise of its reguiatory non, some irms are more 
equal than others. The Exchance went to jrcat lengths, 
even {o putting up is own money, to save Hayden, Stone 
Out was content :o watch the less significant Devonshire 
Corporation sink :nto oblivion, "2KINg .ts customers’ 3ic¢- 
counts with ic though 2 court action forced the Exchange 
‘9 reimburse Devonshire’s luckless customers. No such 
pressure was aeeded on the Excnange, nowever, n the 
case of McDoaneil & Company. a Arm :nat accuaily raided 
‘he Dox of secunties it heid for customers. The Exchange 
pad our $8 4m to the firm's 19 000 customers with 
out a murmur of ¢ ft was McDe ts raid on is 
20K of secunties, 3 sicouoreciv the raids of other 
rms. chat inady surred Member Firms on September 3, 
:969, 'o recommend :o the neard of sovernors thar aul 
tems De required to account for customers’ secunues Sy 
"physical examination” 2iong with a companson at Sooxs 
and records. “ember Firms also cailed for aspecion of 


THE EXCHANGE STAFF 
used the ‘unds ‘o siem nsoivencies and sav of hec 
tomers of Dankrupt cms 

As though ‘ne sags of monev. power, and status are not 
enough. ‘ne Excrange also employs a Big Brother tech- 
Mgue Nat Keeps aii Sul tne Most extreme mavericxs io 
une. Basicaiiv, Ae technique ‘nreatens cev nen with une 
loss of their jobs. The Exchange uses what is cailed 3 
Man assessment sneet” 'o setermine who wiil yo and #¥no 
wil stay. The sneer deais in “jeopardy cnteria factors” 
and amouns [0 an iasidious piece of man-wa ng. in ail, 
thirteen factors are used (o assess a key man. atter which 
he is assigned a “criticality rang.” His “gripe levei” is 
noted, as is his “commitment” [f he doesa't ike tis cb 
and makes tne mistaxe of saving so. of of 4e cs uncicar 
abour fis role, or { he even thinks ne sees en unfavorabie 
personal future and ‘ecis ‘eft out, re os in deep ‘roupic 
Found guity of just two or three of hese “orfenses’ hus 
cmucality rating Decomes one that “dears watching.” If he 
‘$ 2 tend of someone who jas Deen Gd. ‘hat, too, is 
Heid againse him, as is dDeing passed over ‘or sromonion. 
A cmucaiity caung of 4 or § oa tne [3-factor scale ours 
him in the “semous” category A raung of § or deyond 
puts 3 mag in a ‘cmucai” position. 

However, for most of the senior staff of the Exchanye 
there ts not much canger of being rated cn 
being watched. The majonty easily quaify : 
voradie raung: “solid.” Most of the semor st 
to the point of deing argumentative n response 
smucism of ine Exchange. T? ction of tne F 
partment’s O'Reilly to the Nev book. as weil as Haack’s 
suMiianty duter On, $ evidence of 45 


wothe stam ac- 
septs cmuicism ‘rom ‘ne outside. Mose s: $ 


work 390 
hard ‘o please :ne:r supemors (Nat ineyv 
each other and compe: ntensety to win 


1f€ suspicious of 
favor 

One of the more SgMIACAAl disdiays of jeaiousy, depart 
meatal parusansaip. and mvairy among tne semor 
occurred during 1969 and 1970 whea cne Memper F 
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Depariment was investipating firms whose financial reports 
to the Fachanpe showed they were tn violaben of capital 
tules and heading for bankruptey Like cecret police, the 
Member Pirms stall, which took all Ws cues from Bishop, 
kept things sec ret, thus thoroughly annoying others on the 
staff whe had a right to know, if only generally, what was 
happening ta fact, it was not until the cimmer of 1970, 
when Haack himeelf revealed the etient of Wall Street's 
insolvencics at a meeting of allied members which eenior 
staff were permitted to attend that personnel in other 
departments learned how bad things were 
Weeks Inter the story was repeated with relish, even 
malice, when it vas. learned that many a Member Firm 
investigator had heen faced down and show n the door by 
executives of the firm under investigation Alter this had 
happened a pumber of limes, the Pchanpe was forced to 
call on high canking executives of other firms to act ae in 
vestigators. The Member Firm staflere. it: was learned, 
had been deceived again and apain with falce fipures, in- 
fated estimates of a firm's capital, and plain lies about a 
member's ability to stay afloat financially Among the top 
forty of the cenior stall, where it wae not decorous to do 
much more, the story was told with a prin or two At 
tower echelons it was told with the cteaiphtforward attitude 
that the Member Lirms Personnel got what they descrved 
In June, 1971, when Rishop hincelf was transferred 
laterally to the newly created post of vier peccident for 
special projects, it was felt, with same justification and no 
fle satisfaction, that he had fallen victim to brokers’ 
complaints of his “Heil Hitler attitude “ Vor many of the 
staff, the failure of Member Firms, which ceemed in the 
mainstream of things more than the othe; departments, 
undoubtedly helped deepen a feeling or two of insecurity 
Few of the eenior staff give much evidence of brilliance. 
Few can be regarded as belonging to that ephemeral 
group of people known as the Fetablichment Many, in 
fact, have worked their way up from tow level jobs, ac- 


THF PC HANGE crarp 
qpering them peritions hy func Honing as the hand working 


drones the fx honpe requires S 


Some are mucrely profes 
stemal executives frecless. of the cont re viily found in 
meet lS compensations Moony, in the course of adv one ng 
their careers, have attached themselves to a powerful in 
dividual in the upper reaches of the etafl, or te « ne of the 
Pachonge’s ruling class on the tr vding floor a epeciahet 
ors Voor trader 

Furene Miller, for ceample, fetched and carried for R 
John Cunningham, the ererntive vier Proudent of the Fe 
change, until Cunniegham recigned early in 1971 Afany a 
time, alter getting 9 telephone call from Cunnineh m, 
Miller would abruptly leave a mecting he hinsetf had 
called, causing asm iny as ten og twelve highly paid people 
fo watt while he Iterally trotted down the hall to ¢ mening 
haot’s office Profescional executive that he wae Miller 
insted more than once to his suberdinatee that instant 
Fespense fo a superiors wishes wae an ahcotute nececsity 
Inirrestingly enough, wher ¢ unningham teft the Fechange, 
the stafl concensus wart that Miller wae vulneratle tn fact, 
mimors circubiutcd conetantly that Miller was hunting for 
another job. Miller, however, was promoted to senior vice 
president 


The story ef another vice president shows how euch 


attachments, rcally political alliance es, can be traumatic 
The vice president in this cace was Cecil Mac€oy, the man 
in charge of Special Services until his retirement in June, 
HOTT Pacicatly, his duties at the Fachange involved su- 
Pervicing the vicitore’ poullery, publiching the Fchonge 
magazine, and organizing receptions for VIPS Such dunes 
were obvionty of fringe importance, well removed from 
fhe mainstream, and clearly beneath a man of MacCoy's 

vk Vet MacCoy, who admite he tpent the Jast decade 
rrofecting my rear,” felt lucky stl to be working at the 
Pxchange at the time of hie retirement 

In 1952, when Keith Functon strived, Mac€ny was in 
charpe of the Exchange's entire public relations orpaniza- 
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FLEBZCING THE LAMBS 
looming withim ot. For ‘he fest ume, we SEC degaa A- 
specting the DOOks of DroKeraye Isms <ioscly, waciudin 
those of the Eacnungs $s Memoer Irms. SEC wavesugsiors 
began checking -ne ims’ caso posiuoas and cvea count 
ung, one Dy one, stock ceruacates Deng neid for satexeeo- 
wg ‘9 determine whether the aumoer “hey actually tound 
agreed with the aumober oa ne rms hooks. Those irms 
that refused wW cooperae were nresiened with sourt 
orders, When account Dooks and executives aie disap- 
peared, the nvesugators mereiy dided ‘neut ume uaul Sow 
snowed up? 

Fimaily, che SEC staf forced some Srms aot only ‘0 
pve uo Anaccia atormauon out to Le weer.y T2pors 
anth the SEC snowing curreat assets and sacusties The 
uafortunate side of t aul was that ine SEC, operaung 1s 
usuai a semu-secrecy, released no dames 

The 5EC stat even avesugated ne New York Stock 
Exchange. For che irst ume 2 wif 1 Jozen ears 57 a 
waspectors ran a check :o cetermine whemer “ie Excnange 
was wadeed catorcing % “uies for mumimum set -apitl 
requirements, ind ney :ven sudpoenacd internal 
randa »hea the Excnange daiked. Tue conten 
change memorasda may, m ‘act, Have ed to Se : 
of the Excnange + chief invesugator aad read of 16 Mem- 
ner Firms depariment, Rovert ‘i. Bisnop, :o anutmer, -<ss 
sensiuve oO. 

What the SEC .avesugators discovered at "ne member 
Arms and at tne Excnange supports argumeass « 
ot seuf-reguiauon a Wal Surect. The cs 
4 firm, ratner wan <onsisung of soud iss 
ury Duis and casn, was tound to consist. 
ot som-marketaole stock. Some Simms iauce + 


trey Om there DOOKS, aicw dain { even ow what 


sgeitai position was. For many aa wavesior, ne gew-fougd 
zeai of the SEC was weicome 

No ome can oe sure “lat nese acuons of the S 
augur wed for ne Suture, cspeciduy Patesy 
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ed of these cases is the ONE Against Schwabacher & 


Co. 
Sehwabagher was a MAO regional firm, Vased in San 
Francisco, Aaviag over 24,000 active customer Accounts, 
1a Dusiness for Mearly filty years, it hag Leen a meniber of 
te New York Stock Exchange since 1930, {ts failure to 
Survive the Operational erisis Was Jue lo an abortive at- 


hempt lo convert its record Keeping toa CONIpUlerized ac: 


s 
Sounuay system sponsored by the Midwest Stock u 


change (of which the firm was also 
from the conversion starte 


cf, SXCCPNSL. fo particular, it was uithis 


Operacons personnel who had ex. 
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had the Problems beconie 3s of 


1967 audit Cale (hat its inde 


thoe Cveryth 


© 30.50 WMMense 


the firny's October 27, 
Pendent Suditors coulg nut 


KS Gnancial sale 
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Merous dilferenegs In mo 
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decuracy the Persia's Capita 


YO Cecuin. 
UNC oS, how Was if > 
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from bag 'V WOrSG Under i, 
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'0 be mide: And no Cxpar She Susiness yy is 
Yodertaken, Purther coste 18 followed iq Murch 


She Commission 
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Promotional Moi cur- 
tailed Guderwriting ACUVELY Bad luaited ; aT AgL: 
Making actuvities. 

Unlortunateiy, tine was Fuuniny out for: 


(he sourse of making the aanyal 1963 audit, as of , 


3th, its Sudors turned up IPPON mately Murty-ongs 


‘Neusand fecord-keeping errors which needed Cortechion, 

Due to the 3148 and nature of these errors, the auditors 

were of the opinion that the firar's X-17.4.5 Tenert did noe 

faicly present its Overall financist Posivion. Stull the Ex. 

chauge refused (9 Conclude thar Srasiic action was ealecd 

for. Finally, in December, 3 Secision was Mode by the L 

Chauge thar Schwabacher & Co. would dave 

With anoier firm o¢ sell 2 number of 2fanch olfices, 
Pursuant to this Uitcctive, : mm ST3nees io g 

alo Blur & Cy, fac., another NYSE 


February yoy, Even thea, as we 


the following year, p 
© Operauonal proviems WICK 16; 
Scliwabacher, 
One error of the Exchange in 
‘Foubled members Was fo apply Fesiticnons thay Were {G9 
nde and toy ile to dy MUCH good. Another w 3300 Canee] 
US Pesinicuens OU Very sick lirms, WOtony Lelore 1} 
(8 Ue Closed down. Such was the case with Quod 
nell & Cy, feerpersied ang Dempsey-Tegeler 
fae. 


By Noveniber 1969, j iow montis velore 


: ‘ x 
Deke ae! 


oe 


mulhon dollar ¢ posure 
them Gy their customers winch Were Unsecured oF inade- 
secured. The 
8POSse because tims did {Mire Cvsluilers lo miata 
eNouyh ma CO 4 ianerl Gane 


SUSIOMETS Hight nut Witately pay What they 


(lear aecounts Wid aot contain FHOULL securities for 


broker tu make itself whole. To a large degree this prob 


lem was due to a breakdown in fesord-Accping and ¢ 


ack of adequate controls over fens margin de; 
AL five fiems used auove AeMPlLY operations 
problems, 1909 X-i7 AAS Ngures reveal the tulowing alate 


of allairs: 


UNSECURED OR inageQuare yy SECURTD Customers: 
ACCOUNTS AT THOUGLED Fiaas vider 
6 Visecured Woaetnraiviy 
“eee 
acounes Secured Accuurrs 
Ft chust*ivent woo 
Gara tinniy 
Haytiers Urine 
demiuney Tecvicg ir } ? t ’ 


Siew & Cu, ine. wi fey 


sel up against this cxpusure varied con: 
siderably fron fi fo Gem. At Bla, iheres was none. At 
Guyubuuy, there was : ef 3 valuation nor a lubility 
Fescrve, merely an carmarking 
capital teserve that applied to 
oligr three firms, tL. duro, 
Dempsey: Tegeler. see up actual 


$2,363,713 and $200,000, fespective 


het tier tle Laat de Lee ee 


a de ee ee a 


' 


any faibure to conduc: Proper wucHs, SO the reader sliguid 
SUSPENG Juuginent us to which Party ts fesponavic fur the 
firm's lungume operauena in act Captal vieistiun, V 

have seen, with regard tu many NYSE Mienibers, iat the 


fact that they were: 


acted any differently in the case of Orvis if the auditors 


had given it the warnings which it alleges they failed to 


4 Pf , 
SIGiP & CO., ane. 


in Gaie Tush to scquire a “stable” ut Daryui prices, 
fae nhsay Yruactaye Germs have fade NOUR GHE horses 
in (be Gath to make sure Gist they carries no commun 
cable diseases. Durnig the whuie 
Uirough i970, very few brokerage Uranc 
siused. ta fact, the tocal aumber of Branch offices ma: 
tance Oy NYSE member firms rose sicadii vuyhout 
1968 and 1909, Zeon 2,507 10 3,390. VW! tinh Soar ade 
Ser, ther oruncrs could nut resist the oOppurtunily lo exe 
paud at nominal coss. 

blur & Cy, luc, was one of the firms wien prow 
fi broner. it 


tiay be recalled from that Scuwabacher & 


Cy, bad completely lost comtrui of its records in attentte 


My to Cumpuserize Us bocaaceping. Forced 


4 


euge at long last to chouse betwee: 


coming part of a larger firm. Schwabacher suid out to : 


Blair in Febsuary 1909. There were serious obstacles te 


such a union, particularly the fact that the Schwabacher 


branch vilices’ operations were geared to tie Midwest 


' Stock Lachanye’s service bureau, whereas the Ulair 
Pat aaa brauches were uot, However, an advertiecat run the 
' 


‘the marrage gave ae hint of the presi eoys: 


“H you could buy stock in our Corporation, we thith 
Hovould be an cacellemt _rowin’ issue cayiee 
Viuhy Conlay, 48 Our merger with Sohwabacher & Co. 
tames elfect. 


we ees eee 8 


ln hott, we believe we have made a Kraat vid foe- 


en eee | ward on one proyrain of quwdituiire growt, Voc er . . 
you more, and unproved, facidiucs and services 1/ 
{ aud the stall te supplement then...” an 
{ : 
t Actually, the frat was taning a giant ep backward, } r 
: 38 i came ty realize ouly (vo soon. The progress made ia iF 
Mraighicaimy out ihe operauenal cusus of Sohwabuchee * 
i fs 
after the scquiaitivn was tuo litle and tug late, Like many 
. | viher firms, Blair was also ure by the slump ia cue stuck 
market and U large Opersuny lusses ua 1Yoo and 
: 1970, itis not Anown at what noint the siuation Decame 
' hopeless, vul pudguiy froms the facs thacthe Exehs 
' earmarked $26.00U,0W0 fee dhe liquidation, ihe {4 
wave Veen Qperating for aa catended Peres of | thes 
—, vivlation of the LCachsuye’s net capita! ruic. . 


mpseye WiGa., lite. 


To date, $21,900,000 has been set asiue by the bos 


cial Trust Fund for the delivery of accounts of Customers 
I 


of Dempsey-Teyelce & Co., Lac. which makes if the sece 


Pas NaS 


Pyeure Oa Piha. 
nA he oS taray 
aoa 1 adh Py 


Pe Sh 4s ae wires . 1% 
Cee ee ee ee i ee 


bmn wt by A tN MINION ayy + 


ais 


Case the Eachan fed that it would stand vehin 
the firm and huid the Custonicrs harness, Atthough so 
Many Capaigings begun fo unuerve the PMOLE, GC was te- 
Sssureu that the Lachanpe was siwuys 
pteservers. Vhe only tudicauon that the eSNG Teri rad might 
Oe getting Ure” of Playing lifeguard cume in the Congres: 
signal hearings ua the customer insurance legislanen, 
By lettre of July 14, 1970, NYSE President Haack in- 
formed the ¢ oninission that the Exchange would protect 
(he Customers of four mMeniber firms which were formally 
in hquidauon and of six ember Lems which were “33.5 
iso in liquidation." la festitying abou 
' 


Ment of the Exchange's Fesponsibility Beyond what 


#ack acknowledged, SEC Chuirma 


“Aside from any other usudives ihe etehance may 
MASS, we leheve they muse ACCS fesponsibriiy for 
ali liens Witch were PerMitticod ta Operate ia vita 
hom otihe net capital Fequifemente, We ving tylieve 
Me exchance must accept Fesponsiniiinty | any 
other firms #o may be Permitted by the CAchaneg 
to operate in siaiaton of such requirements velure 
{he imsurance PPUETIOM Ls ONerative.” 


Ta his Y¥esuoning of the vice 
Chanye, Se uski ; low up Chairman 
rms in 
Serluus (rouble and Might not cover 


(hen with its 2Pecial 


“Neon. Mushie: * + HOS Concenuble, wat Ho thag 
there nugitt be other Slustions where (FOURS by Aner 
Srewing, which 4fe iy femain the Fesponmoility of 


Me Lavhange?* 


aes 
qt 
eee 


Dae es 


Cd 
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Hew You, April. 15, 1971 


(11:09 AH.) 


ta. JARS 5B. MSE J2., foxmer President of 


Blair G Co., Inc., acconsaniad by Robart Tioexejan, Esc., 


of thisria, 
Jexirey ti 
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ment of isc: 


D 


am Jecl Norzvisoa, a member of the staff of tha Depacct- 
Beard of Governors es 


deolege<ced to aa the cuthorisc; cto vequice aancers, 
memders snd formes i ranbezs of aseber crzeat 


¢ 
to appear cnd teacir; 2On with Lavestisatcicis. 


Aay steer: 


stetcusucs 


And? 
Subsequeatly, another t2am of accountents, | 
it, Arthur Andersson and also Artaur Young, 


were persuaded to take another look at Schw2bocher. 


Some weeks later -- 


Q. Persusded by 


that we Loox 
Q. 


‘ae. By the fxchan 


. mts t 
32; chat 


estweea wr. 
Schwatache., the SL York Stock 
cecer. produced a aczger. 

Q. You santioned ix. Lendazn bad originelly 
disapproved of cny werger cossibilitics beckuse of tha 
condition of Schesbachar. Do sou Ceol that this had 
anything to do with his resigagtion frea Blair &G Co.? 


he oviginually discpproved of it? 
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Q. Were there any probleas by Che Schwabacher 


partners, sush as procises unkepe as far as the capital 
comaitments oni contribucions to the new firm 


cerned? 


A. Promises, no, tuc 


situation aroce from tha western divisic 

a9 the uoney, hopefully thac would be found at thet 
audit to purct2zse and pay fora 

Stock was not forthconing. 


Qi. rior to the aerger, was: steps did Blair 


take ‘to evaluate the bool:s and eescords of Schwabacher & 


2 Stocks Exchange requested, 

Ww Guggested that we vake a look ac Schtsbeches & Co, 
who were experiencing difficulties. ir. Lendain con- 
ducted en examination of Scnwaiaecher, and declined to 
g2 forvard with a aerser. 

Q. On what grounds? 

A. He fcli thee the condicion of Schusb: 
had dateriovaced to a point chet iz Weuld be unwis 


acecpt such a cerger. 


gzocuced two nen 


in tae mest 
occasion where a syadicate cin, vho was the son of a 


Schwabecher tner, had to ba ellainsced. 
: 


Wis fother 
wes obviausiy quit LSS 4 aes taiag u3ap- 
pened. I could thick of ivce such @s tunis, 
that even though we tried, in : to brine 2 


a - 


man froa Californi for cxaa Skinner who would 
have tdken one of the tsp sio f32 Kaw York, obviously 
@ person in Usw Yor: vould be Somctics * 


that develugnzat. So, beyond 


I would say 


was good. 


Q. Did Albert Scavsbeches any probe 


ceapletal; 


the restrictions from tie d2te of 

and until hic cosigaztioa on April 30th. 

@any restriccions i remained oa April 

ceeded to try to get these litces, buc a geneval 


of the market bed alresdy begun, S 


actor in profitasilicy ac chet point. 


monchs 
in ta2c in 
losses c&c 


say chac the contribut 


waz Gefinicely aa under 


waieh wa 


YR. MCARISC 


(Discucsi 
nf 


By 


WM. MORRISCH: on tie recosd. 
Q. Mm. Raczey, sas Cnere cay ani 
tween partners of Slair ud Schwatscuer wat 
construed as having 2 del sLous cffact 
wagnt of chs 
There was an occasionsl situatioa vac 


{ §/ 


\ 
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‘remained on the 
merger, aade it 
division to contribute. 

Q. Had you been given eny indication that 

between Blair and Schwabacher had b+en 
been imnediatciyz 

lifted? 

A. We. Lendazn bac indiccied tuis had 
been 2 fait accoapii. 

: \ 

Q. ¥ he ee of Ms. Lendesa's 
inforention, do you know, sir? 


A. Mo, dui scun2 


nad ény oscasicu to discuss tha 


”~ 


problesa with the SEc after 


tir. Lendean'’s resignation? 
A. Not directly with the Shc. TI did ask Mr. 
Daley, one of our attorneys, to vork as diligently 


Ww 


possible to see if the restrictions could not be 


densdiately; &: fr. Lencetn stayed ca 


two gontus 2 


A. He. Lendsan was coxking oa the Liftiag of 
uv b 


This was che lécn of 

i called the aceting 

and outsiders of Blair on Jsauary 15 and informed the 
Exchange oa the 16th. I had told the seople et the 
Bankers Club that I would go to the 

lowing da‘; 

positioa 


-Exchange that 2 capical vio.atioa a: 


With the records I had then, these vas no way to be 


sure. al oo ge 
ae Would you censider thea conversion of the 

ACS to tie Midw SY he eajor reason for the dosm- 
fall of Blaic? 

A. te is hard to pin the liavility on a 
major reasoa; [ think there vere several contributiag 
major reascus. 

Q. Would yeu disc 

i Coink £6 as < 


the facts, that wa never should Gave done the Schwab 


marger. Then, the fact thst very asny restrictions 


Brarre & Co .Ine 
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SapJanuary 3, 19€9 


— 


‘ig. Robert M. Bishop,Vice President 
sew York Stock Exchange 

ll Wall Street 

New York, N. Y¥. 10005 


Oear Bob: 


Tam enclosing herewith a letter from John Spohler, 
Vice President and Director of Adveriising for the firm. 
Mr. Spohler is answering my soacific questions havine ta 
do with the acvertisement the SiC seemed to find to be ac 
odds with the facts. { think the letter is self-explanatory. 


T would linea to make one additional comment, 30b, 
as to the why of this advertisement. The intent of the ad 
was concentratede orimarily to show not only the fact that 
the back office operations personnel can necome officers 
of the firm, bute to show shat we ara laying sarticular em- 
ONIAsis ON Lhe nrocress Of these rxeozle and their rclative 
importance to the orsanization. The real intent was to 
hocefully bring, in addition, speraticnal aeosle to aucment 
Our own stag’. This to m@ Ras seen the ro@ of advertising 
that the industry of wall Street should be doing in order 
tO cain as much and as cood an eperatine sersonnel as ve 
can. Our olans calilec for additional cperational people to 
ve $O oxposec with the approsriate corments concerning each 
of the cenartments. 

Tt do hope this serves to clari*yv not only the language 
of the ad but, also, the interns and purpose of the ad. 


Going to one of che SFC ineutry, as was 
stated to you on the : ‘#@ Nave consicered the merger 
of Schwabacher & Co. ctive® only insofar as our 
Julcance towards = icy 1 rostructure within 


January 3. 1969 
Me. Robert M. Bishop, V.P.: -2- 


their own organization not within the combined firm. Our 
plan remains as stated to you sometime ago that both opera- 
tional staffs will continue on their own well past the 
March lst date given. Therefore, we will hopefully not be 
placing additional turden on eicher one of our operational 
functions but only in those areas where efficiencies and~ 
costs such as Research and Syndicate will be Srought to- 
gether following the merger date. 


We would aooreciate anything you can do towards 
t*e assistance of Slair and, at the same time, fiair- 
Scnwabache: - 


Tt ft 
S 


I can be of any further assistance to you, please 
advise me. 


Sincerely, 


- ee 
James 3. Ramsey, Jr. 
JBR:ad Executive Vice President 
Enclosure 


January 2, 1969 


Memorandum to: Mr. James Ramsey 


From: Mr. John Spohler 


° In reply to your inquiry concerning our recent ad 
featuring Operations Department heads with coupon "Dear Vinny", please 
note the following information: 


According to Mr. Schloen of the Personnel Department, 
as of Novernber 36, 1967 we employed 287 saics representatives (including 
62 producing “partners") and 464 clerical department employees. As of No- 
vember 30, 1968, we employed 306 sales personnel (including 72 producing 
“partners'') and 678 clerical personnel. The net addition in our clerical de- 
partment, therefore, was 214, which justifies our statement, "We've added 
hundreds of people to our Operations Department in the past year". 


Of course during the period our actual hiring involved 
ever $00 clerical personnel in order to replace and {ill new openings in our 
expanded Operations Department. [ think the significant thing here is that 
during this period we had a net increase in our Sales Department of some- 
thing under 6%, as compared to an increase in our supporting clerical de- 
partment of about 30%. 


I think it should be noted that this ac is part of an image 
building campaign which was conceived in August anc September of 1968, and 
which was designed to fcature key people in the Blair organization. The 
Specific purpose of the ad in question featuring the Operations Department 
personnel was to give these key gentlemen some recognition (build morale 
esprit de corps, within the Operations Department) at a critical end-of-the 
year period when cmployce turn-over in these departments is the greatest. 


Please advise if 1 can provide you with any additional 


information. 


eee Pk ee 
en ee 


John Spohle 


JS:idb 


cc: Mr, Robert N. Brodie 


| 
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| 
| 
| 
| 


CERTIFICATE OF SERVICE 


I heresy certify and state: 

I am an attorney at law, counsel in this cause and not a 
party thereto. On January 5, 1976 I personally delivered copies 
of the attached documents to "Network Courier Service" for next- 
day delivery to: 

Edward J. % ‘ly, Esq. 

MILPANK, TEED, HADLEY & McCLOY 
l Chase Manhattan Plaza 

New York, New York 10005 

Robert Thomajan, Esq. 

MILGRAM, THOMAJAN & JACOBS 


25 Broadway 
New York, New York 10004 
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UNITED STATES DISTRICT court 
- SOUTIIERN DISTRICT OF NEW YORK 
— =a ae Ee el le SS Se >.4 
'! JAMES ARNEIL and VERNON A. STOCKWELL, : 
Plaintiffs, 75 Civ. 1766-CLB 
-against- 


JAMES B. RAMSEY, JR., OLIVER Dec. MEMORANDUM AND ORDER 
VANDERBILT, WILLIAM M. LENDMAN, : 
BLAIR & CO., INC,, THE NEW YORK ; ide Oe 

- STOCK EXCHANGE, ee a 


Defendants. 


Brieant, J. 


On April ll, 1975, plaintiffs filed a complaint 2lleying, 
in fourteen separate counts, numerous vio’ations of Sections 6, 10(b) 


and 20 of the Securities Exchange Act of 1934 (“the 1934 Act"), 15 


U.S.C. §§78f, 78j and 78t, and Rule 1L0b-5, 17 C.F.R. §240.10b-5. 


In addition plaintiffs have asserted various claims of commen law 


fraui and breach of a fiduciary duty. 


Jurisdiction is premised on §27 of the 1934 Act, 15 U.S.C. 


§782a and principles of pendent jurisdiction. 


ieee tee eee eee ee ee 
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+ me 
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“". @he Parties. 


Plaintiffs James Arneil and Vernon Stockwell are long- 
time residents of Wenatchee, Washington. Mr. Arneil is an 


attorney and Mr. Stockwell is the manager and part cwner of two 


> apple orchards. 


2 


' Defendant New York Stock Exchange, Inc. ("the Exchange") 
is a not-for-profit corporation organized under the laws of the 


State of New York and registered as a national securities exchange 
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under §6 of the i934 Act. 


. 
bo 


Defendant Blair and Co., Irs. ("Blair") was «a member 


‘Organization of the Exchange and a stockbroker. On September 25, 


Tk 


1970, Blair ceased operations, and the Exchange appointed Mr. 


Patrick E. Scorese as liquidator for Blair. 


Detengent James B. Ramsey, Jr. is a former Seesidune of 
Blair. Defendant Oliver DeG. Vanderbilt is a former Chairman of 
the Board of Blair. Defendant William M. Lendman is also a former 
President of Blair. Ramsey, Vanderbilt and Lendman will. sometimes 


be referred to collectively as the individual defendants. 
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ie int. 
the Compla 


In Count I, plaintiffs claim that all defendants violated 
Rule 1Qb-5 in April of 1969 by inducing and encouraging the 
plaintiffs to purchase non-voting common and preferred stock of 
Blair and to become subordinated lenders to Blair. Count II 
charges all defendants except Blair with aiding and abetting Blair 
in the sale of its sannettins in violation of Rule 10b-5. Count 
- [II alleges a conspiracy to violate Rule lOb-5 in that the Exchange 
and the individual defendants agreed to obtain additional capital 
for Blair through the sale of securities to plaintiffs without 
senate disclosure of material facts. Count IV asserts that the 
Exchange and the individual defendants were persons in control of 
Blair (as defined by §20 (a) of the 1934 Act) and as such owed a 


duty to the plaintiffs in connection with the purchase of these 


securities and issuance of secured demand notes. 


Counts V through XII allege numerous violations of §6 


& 


of the 1934 Act. The Exchange is the only defendant on these §¢ 


counts, discussed in more detail below. 


Count XIII alleges that all the defendants are guilty of 


eo 


common law fraud in connection with the purchase of the securities 
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Finally, Count XI¥ asserts that the Exchange breached a 
a 
i.) gfaueiary duty which it owed to the plaintiffs by favoring its own 


«> interests and the interests of its members over. the interests of 


i. 


‘ye the Plaintiffs and the general public. 


All defendants except Blairl/ have moved for summary 

» judgment pursuant to Rule 56, F.R.Civ.P. The individual defendants 
: move solely on the ground that the 10b-5 and common law fraud claims 
(the only counts in which they are named) are time barred by the 
applicable statute of limitations. The Exchange bases its motion: 
both upon the statute of Limitations point and on the ground that 


» there is no genuine issue as to any material fact. 


| Bhe 10b-5 Claims (Counts I-rv). 


The Securities Exchange Act of 1934 prescribes no period 
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within which actions must be brought. Nor is there any general 
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federal statute of limitations applicable to all civil actions 


eee ee 


alleging violations of federal law. However, it is well settled 


4 


ae 
ae 


‘that where Congress creates federal rights but does not prescribe 


ah a> time period for enforcement, a federal court will apply the statute 


ee A Se Ne et ee cee a 


Hoosier Cardinal Corp., 383 U.S. 696, 703-05 (1966); 


tn AAA A EASE EEN ANNO OR TIIEE 


Our reference to New York law to deternine whether or not 


.¢he action is timely includes its "borrowing statute," New York CPLR 
§202. Cove v. Anderson, 331 U.S. 461 (1947); Sack v. Low, 478 F.2d 
"360, 365 (2d Cir. 1973); Hornblower, Weeks, Herohill & Noves v. 


Burchfeld, 366 F.Supp. 1364, 1367 (S.D.N.Y. 1973). That statute 


provides: 


» 


"An action based uven a cause of action 
accruing without the state cannot be com- 
“menced after the expiration of the tia 
limited by the laws of either the state or 
che place without the state where the cause 
of action accrued, except that where the 
cause of action accrued in favor of a 
resident of the state the time limited by 
the laws of the state shall apply.” 


As noted in Korn v. Merrill, CCH Fed.Sec.L.Rep. 995,355 
98,767 (S.D.N.Y. Oct. 31, 1975), a New York court will borrow the 
limitations law of a foreign state only where (I) the cause of action 
being sued upon accrued outside of New York, and (2) the plaintiff is 


mot a resident of New York. 


Here the second condition is clearly mtisfied. Plaintiffs 
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ls ai ai) eolawun times have been, residents of the State 
dk caiatin: While plaintiffs contend that they were "doing 
“gece! in New York by reason of the brokerage accounts which 
es maintained with Blair in New York City, such business activities 
a not establish New York residence for purposes of the borrowing 


“| statute. See American Lumbermens Mut. Cas. Co. of Ill. v. Cochrane, 
at smeermens Mut. Cas. Co, of Ill. cocnrane 


& 
a 


129 N.Y.S.2d 489 (Sup. Ct.), aff'd without opinion, 284 App.Div. 884, 


2 
— 


 YR4 W802 07F sk Depe. 2956), eeeg uenons opinion, 309 N.y. 
: 1017 (1956) [foreign corporation licensed to do business in state 


‘- ds not a resident within meaning of predecessor borrowing statute]. 


To ee ee ee, 
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ihe first condition creates a more complicated issue. 
" Sack v. Low, supra at 365, holds that New York would follow the rule 


of the First Restatement of Conflicts, §377, note 4, that "aes When 


mony NE ape me OO st OY 
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a person sustains a loss by fraud, the place of wrung is where the 


| Loss is sustained, not where fraudulent representaticns are made." | 


’ 
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“The Court went on to state that " ... loss from fraud is deemed to 
— ee where its economic impact is felt, normally the plaintiff's 
! 
residence." Id. at 366. Applying this cest to the facts of this case, 
it is clear that the cause of action accrued in the State of 


: ee because it is there that plaintiffs' pocketbooks are 


situated. 


* plaintiffs' point to dictum in Sack v. Low, id. at 368, 


might make some difference "... if the plaintiff maintained 


So ghat dt 


oe. account at defendant's New York offices and the loss was 
' peflected in that account.” They claim that both their stock in 
> ° pyair and their secured demand notes were held by Blair in New 


york City and that when the stock declined in value and the collateral 
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gecuring the note was converted into cash and sold in July 1970 in 
order to apply the proceeds to pay off the note, any value which 


they had in their accounts at Blair was wiped out. 


However, reading the dictum quoted above in context, it 


is clear that the Court did not single out the place where the 


wt ee ene eee eS 


account was maintained as the sole or controlling criterion for 


determining where the cause of action accrued. The method of pay- 
ment, and other details were also considered important factors. 

This issue was mentioned but not actually decided by the Court of 
Appeals Decause of the insufficiency of the record on appeal. The 
cheek sanetulad that while it was unlikely plaintiffs could demon- 
Strate that the cause of action arose in New York under the tradi- 


tional test, they should not be foreclosed from trying to do so. 


oe : This dictum read in context, does not change the result 
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which flows from the application of the strict test of the First 


' Restatement of Conflicts. 


It is sufficient to point out that plaintiffs here executed 
the promissory notes, and mailed their checks to pay for the stock 
- from sdaghtagton, and that they sent at least some of the securities 
which were to serve as the collateral for the secured demand notes 


from Washington to New York. “ad even though the account was 


liquidated in New York, it cannot be denied that the impact of 


«* losing their investment was experienced first and foremost by 


laintiffs at their homes in Wenatchee, Washington .2/ 
Pp 


Thus both prerequisites to applicability of the horrowing 
statute have been satisfied. A New York court would therefore apply 
the statute of limitations of the State of Washington, which would 


be applicable to the claims. 


Washington Rev. Code §4.16.080(4) states: 


"Actions limited to three years: 
x t+ ®& 


4. An action for relief upon the ground 
of fraud, the cause of action in such case 
mot to be deemed t- have accrued until the 
Giscovery by the aggrieved party of the facts 
constituting the fraud.” 
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The Ninth Circuit Court of Appeals has held that this 
Washington statute should be applied to claims for relief under 
Rule 10b-5. Dougia.s v. Glenn E. Hinton Investments, Inc., 440 


P.2d 912 (9th Cir. 1971); Errion v. Cornell, 326 F.2d 447 (9th Cir. 


1956). 


If plaintiffs discovered “the facts constituting the 


fraud" prior to April 11, 1972, counts I-IV would be time-barred. 


Plaintiffs allege that certain risk factors were not 


disclosed to them when they bought securities of Blair in April of 


1969. But by the summer of 1970 .intiffs had apparently dis- 
covered that the true financial and operational Status of Blair 

had been concealed from them at the tire of their purchase. On 
July 23, 1970, Mr. Stockwell, acting for himself and as an agent 

for Mr. Arneil, sent a letter to defendant Ramsey, then President 
of Blair, asserting that "[t]he extremely critical nature of Blair's 
problems were not known by us until this time." Furthermore in a 
handwritten note accompanying this letter, he threatened immediate 


action if anyone at Blair disposed of the stock securing their notes. 


These statements are compelling evidence that at least by 


the summer of 1970, the plaintiffs knew enough of the basic facts 
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eonatttoting the alleged fraud to demand rescission of the trans- 


action. Yet in spite of the threat to take immediate action, they 


es 


. dha nothing for almost five years after their collateral was con- 


verted into cash and sold to pay off the demand note. I conclude that 


e? 


the statutory period began to run at that time and did not await 


"the leisurely discovery of the full details of the alleged scheme." 


Klein v. Bower, 421 F.2d 338, 343 (2d Cir. 1970); Berry Petroleum 


Co. v. Adams & Peck, 518 F.24 402, 410 (2d Cir. 1975). 


to 


There is one final point in connection with the statute 


of limitations issue, applicable only with respect to the l0Ob-5 


PS, OSE ge ey eee 


Claims oe the Stock Exchange. On March 8, 1973, a complaint 


District of California, Carr v. New York Stock Exchance, No. C=73- 


nance «a ae ste 
— s 
. 
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0367-SW. Plaintiffs therein saght to maintain a class action on a 


Claim based on exactly the same activities of the Exchange pleaded . 


in this action. The Original complaint desc.-ibed the class as 


ee . 
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was filed in the United States Giateies Court for the Northern | 


former employees Of Blair, who had purchased common and preferred 
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stock in Blair and other companies. Since neither Arneil nor 


class would have excluded them. 


A 


i eos 


Stockwell were ever employees of Blair, this description of the | 
} 
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rte: : However, On December 17, 1974, in connection with 
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1975, an amended complaint was filed containing this lahat 


description of the class was expanded to include persons, except 
officers or directors of Blair or their families, who purchased 
securities of Blair subsequent to March 8, 1969, and prior to the 


earliest date, if any, that the omitted material facts were 


publicly disclosed. 


i 

iy 

{ 

plaintiff's motion for leave to amend his complaint in Carr, the 
t 

} 

i 
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' 
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Leave to amend was thereafter granted and on March 28, H 
i 

i] 


of the class with certain additional exclusions not beiaient here. 
It is clear that the amended description of the prceposed class was 
broad enough to include Arneil and Stockwell. A motion to certify 


this class was denied on April 30, 1976. 


In American Pipe & Construction Co. v. Utah, 414 U.8. 538 
American Pipe & Construction Co Utah 
(1974), after the district court had refused ee tiaesa.! the class 
because of a failure to satisfy ‘the se ances ceuivenant, defendants 


sekeandus that claims of intervenors who would have been in the class 
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had it been certified were barred by the applicable statute of limita- 


tions. The Supreme Court, however, held that the filing of a class 


action "... suspends the applicable statute of limitations as to all 
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jssorted members of the class who would have been parties had the 


‘aetion been permitted to continue as a class." 
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Arneil and Stockwell contend that the stacute of 
limitations was tolled as to their claims when the original Carr 
complaint was filed on March 8, 1973. Scene. at that: time they 
were not asserted members of the class, since its description was 
then limited to employees of Blair. The earliest point in time 
at which they would qualify as asserted members would be December 
‘17, 1974, when the proposed amended complaint was filed with a 
motion for leave to amend. Not until then could it be said that 
Arneil and Stockwell were relying on the institution of the 
California action to protect their rights. Since the statute 
commenced running on July 23, 1970, when the plaintiffs acquired 


knowledge of the facts constituting the alleged fraud, more than 


three years had elapsed before they qualified as asserted members © 


of the class. Thus the holding in American Pipe is of no help to 


plaintiffs. All defendants are therefore entitled to summary 


judgment on Counts I-IV. 
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- common Law Fraud (Count XIII). 


All defendants are entitled to summary judgment on 
Net , hi e 
ae plaintiffs' claim against them for common law .-aud. The same 
three year Washington statute of limitations is a bar to plaintiffs' 


recovery on Count XIII. 


a The §6 Claims (Counts V-XII). 


Chenten a. ~ 


Section 6(a) (1) of the 1934 Act, 15 U.S.C. §78(£) (a) (1), 
requires that a national securities exchange registered thereunder 


must agree “to comply, and to enforce so far as is within its 


ee eee ee eae 


powers compliance by its members, with the provisions of [the Act], 
and any amendment thereto and any rule or regulation made or to be 


made thereunder." 


323 U.S. 737 (1944), holds that a private cause of action exists 


against an exchange which breaches its statutory duty to enforce 
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compliance with the Act by its member firms. It would seem that 
the applicable statute of limitations should be New York CPLR 


§214(2), which provides for a three year period for actions “to 


recover upon a liability, penalty or forfciture created or’ imposed 
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Baird v. Franklin, 141 F.2d 238 (2d Cir.), cert. denied 
. 3 
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« py statute.” However in Weinberger v. New York Stock Exchange, a05 
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Judge Gurfein held that by the above 


agreement, the Exchange hat entered into a contract with the sSEc 


~ 


to supervise its member firms and that plaintiff, a former limited 


partner in a bankrupt firm, could sue as a third-party beneficiary 
for breach of that contractual duty. After noting the question 
‘had been Specifically left open in Baird, Judge Gurfein sale hlbas 
that a §6 claim should be governed by the limitations period 
applicable to contract actions and not by the shorter period 


applicable to actions for breach of a statutory duty .2/ See also 
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Fischer v. 


New York Stock Exchange, CCH Fed.Sec.L.Rep. 995,416 at 
9942.08 (S.D0.NLY. (San. 16, 1976). 
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I find that plaintifés' §6 claims (Counts V-XII) are 


governed by the limitations period applicable to contracts. 
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The New York statute of limitations should be applied to 


these claims. Although plaintiffs' third party beneficiaries were 


residents of Washington, the contract on which they sue was made 


between the Exchange and the SEC, and Presumably was to be performed 


in New York where the Exchange has its Principal place of business. 


& If; as alleged, the New York Stock Exchange breached its contractual 
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duty to supervise Blair, that breach occurred in New York. Since 
it cannot be said that the cause of action accrued without the 
: state, the New York borrowing statute is inapplicable. Applying 


‘therefore New York CPLR §213(2), which provides a six year limita- 


tion period for actions based upon a contractual obligation or 
liability, it is clear that plaintiffs' §6 claims are not time- 


barred. 


Are There Material Issues of 


- Fact Remaining in Dispute? 


A. The §6 Claims (Counts V-XII). 


Since these counts are not time-barred, the Exchange 

can only prevail on its motion for summary judgment if it can show 
the absence of any genuine issue as to any material fais. On a 
motion for summary judgment, this Court cannot try issues of fact 
by affidavits; it can only determine whether there are issues to 
be tried. This rule enjoys great sanctity in this Circuit. Heyman 
Caen & Industry Insurance Co., 524 F.24,.1317 (2¢ Cie... 1975); 
Judge v. City of Buffalo, 524 F.2d 1321 (2d Cir. 1975); Jaroslawicz 


v. Seedman, F.2d Okt. NO. 75-7299 (24 Cir. Dee. 19, 1978). 


Not all §6 claims are of equal merit. Some may be ripe 


TRF 
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'.. for summary judgment because the Only issues they raise are 


frivolous or immaterial, requiring no trial in order to be 


. : 
resOlved. Beal v. Lindsay, 468 F.2d 287 (2d Cir. 1972). xnto 


. this category fall Counts VI, IX and x which allege violetions 


of §§6(a)(2), (3) and (4). It is clear that these sections impose 
no contractual duties on the Exchange to enforce its rules but 
refer only to information which an Exchange must file with the 


SEC. The Exchange is entitled to summary judgment on Counts VI, 


IX and xX. 


In Count XII plaintiffs claim that the Siaiaieas breached 
its §6 duty by failing to enact adequate rules for the protection 
of subordinated lenders. They point to the amendment of. Rule 313, 
adding subsection (d) in December of 1971 as evidence that the 
rules in 1969 were inadequate, in failing to provide for either . 
registration of member securities under the Securities Act of 1933 


and/or disclosure of material risk factors. 


Plaintiffs’ Claim here is based on a misreading of 
Rule 313(d). Before 1970, stock in member firms of the Exchange 
was not freely transferable in the Open market. In 1970 this 


policy was changed to allow trading in some classes of member-firm 
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eet Ss ue 
sage yee Section 313(d) was enacted in response to this 
| ‘ehence: that subsection Provides that a member organization 
when icine & Aasbetty ‘ter Purposes of raising capital under 
Rule 325 (the net capital rule), must«furnish to the Exchang.2 


an opinion of counsel “as to whether or not the securities being 


offered or sold need be registered under the 1933 Act ..." and 
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if registration was necessary, a statement that the Prospectus 
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not contain false or misleading statements or omissions of 
material fact. 2 CCH N.y.sS.E. Guide £€2313(d) (1971). rts 


purpose was to insure that funds which member Organizations used 
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to satisfy the Exchange's net Capital rule would not be subject 

to claims for rescission for violations of the 1933 Act. Since 
public offerings of member Organization securities were impermissible 
in 1969, when plaintiffs made their investment, the failure to 


have a rule such as 313(d4) at that time was not a breach of duty 


under §6. 


: 
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There is a further point which should be made with 
respect to Count XII. Whatever theoretical advantages there 
might be to having the Exchange enforce disclosure with respect 


to its member's securities, there is ample authority for the 
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'§19(b) of the 1934 Act, 15 U.S.C. §78s(b) 


“proposition that §6 does not support an action against an exchange 


_ for failure to enact such a rule. Rich v. New York Stock Exchandae, 


329 F.Supp. 1122 (S.D.N.¥. 1974), rev'd. on other grounds, 522 F.2d 


153 (2d Cir. 1975); Marbury Management v. Kohn, 373 F.Supp. 140 
(S.D.N.Y. 1974); ‘ini New York Stock Exchange, 227 F.Supp. 
519 (S.D.N.¥. 1964). Investors who believe that the Exchange 
should have better or more stringent rules should apply to the 


SEC to alter or supplement these rules pursuant to its power under 


The Exchange is entitled to summary judgment on Count 


The only §6 counts which remain to be discussed are 
V, VII, VIII and XI. Plaintiffs contend in Counts V and VII that 
the Exchange should have required them to sign "knowledgeability 
letters" when they made their investment in Blair. In these 


letters, which were supplied by the Exchange to potential investors 


‘in member firms, the individuals would state that they had made an 


investigation of the firm's position, that they had seen the 
relevant financial information, that they were familiar with the 
restrictions, if any, which the Exchange had placed on the firm, 


and that they were not relying on the firm's status as a member 
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vee the Exchange or the Exchange's surveillance of the firm's 


'. gapital position. 
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Plaintiffs claim that in certain situations the Exchange 


“required knowledgeability letters before it would approve an 
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individual as a subordinated lender. These letters helped to point 
out to investors material risk factors in their decision to Jend 
money to a brokerage firm. Plaintiffs' contention in short is that 
by failing to require them to sign such a letter in this case, the 
Exchange breached its duty. As a result plaintiffs assert that 
they made their investment decision without knowledge of specifi 


risk factors which would have been Known to them had the Exchange 


performed its duty. 


The director of the Exchange's Member Firms Department 
denied that such letters were ever required (Affidavit of Robert M. 
ius, sworn to December 15, 1975, at p. 16). ‘Since nothing in 
the Exchange rules or the rules of the SEC required knowledgeability 
letters, the Exchange asserts that there could be no breach of duty 
under §6. However, the Exchange admitted that in the past it did 
require such letters in certain situactons, and in the Fall of 1968, 


it had considered whether to require investors in Blair to sign such 
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- letters. Mr. Bishop went on to Say that the decision to require 


them was always made ad hoe and "... under informal standards 


. 
which developed as time went along." td. 
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While it re true that there were no formal rules with 
respect to knowledgeability letters, if the Exchange undertook to 
require them in some Situations, then it would have a duty, to make 
and carry out these ad hoc decisions consistently and in a manner 
which would Protect investors and accord with just and fair 


Principles of trade. 


Whether the Exchange satisfactorily performed this duty 
is unclear from the Present record. The questions as to Precisely 


what these ad hoe st=ndards and practices were at the time Plaintiffs 
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made their investments, and how and by whom the decisions were made 
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remain uncertain at this time. These are issues which Cannot be 
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resOlved by affidavits On this motion. 
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Since there are unresolved factual issues with respect 
to these hnowledgeability letters, the Exchange's motion for summary 


judgment on Counts v and VII is denied. 


Finally, the Exchange's motion with respect to Counts 
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© VII and XI must be Genicd. By these Claims, plaintiffs assert that 
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“the Exchange breached its duty of enforcing compliance with its 


rules by allowing Schwabacher, a weak firm which was experiencing 
great difficulties with tts back-office operations; had been 

under investigation both by the Exchange and the SEC; and which 

had been placed under restrictions, to merge with Blair in 

March 1969, just before plaintiffs made their investments. 
Plaintiffs further allege that the Exchange failed to impose timely 
discipline on Blair once it kuew of the s2rious difficulties facing 
the firm, and suppressed material information concerning violations 


of law and the rules of the Exchange. 


While the Court agrees with the defendant Exchange that 
plaintiffs' contention that the Exchange had a statutory duty *% 
prevent violations of its rules is an incorrect statement of the 
law, both of these Counts do allege a breach of the duty to super- 
vise the activities of Schwabacher, and of Blair. Here the 


Exchange does not deny that it had notice of improprieties com- 


ap teteeyn e te e ite 


mitted by Schwabacher. In fact at the time of the merger, the 


Exchange was preparing pri-ately to censure Mr. Schwabacher and 


his firm for numerous violations of the rules. 


Having know_Ledge of these violations, the Exchange had 
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+. a @uty to take remedial action. Whether its remedy-was proper 


raises issues of tact which cannot be resolved without a full 


trial. 


The import af this discussion is not that the Exchange 
breached its duty when it approved the merger without foreseeing 
the difficulties which would and did result for Blair. But there 
are factual issues concerning the propriety of the merger which 
plaintiffs should be allowed to litigate. See, Hughes v. Dempsev 


Teqier, No. 73-351 (9th Cir. March 29, 1976). 


Unlike Hochfelder v. Midwest Stock Exchance, 503 F.2d 
364 (7th Cir.), cert. denied 419 U.S. 875 (1971) and Butterman v. 
Walston & Co., 387 F.24 G2z2 (7th Cir. 1967), cert. denied, 391 U.S. 
913 (1968), where summary judgment was granted to the Exchange, 
there are facts presen: here which support a possible inference 
that the Exchange had knowledge of continuing rule violations. 
The question then becomes: Was the Exchange's response proper 
in Light of all the facts and circumstances which it knew or should 
have known? This raises issues of fact as to whether the Exchange 
proceeded with the requisite due care in its regulation and super- 


.wisien of a member firm. Cf. Evans v. Kerbs & Co., CCH Fed.Sec.L.Rptr. 
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995,459 at 99,324 (S.D.N.Y¥. March 2, 1976). The Propriety of 


‘the regulatory actions taken by the Exchange hoth before and 
after the merger are at issue here, and summary judgment on 


~ 


Counts VIi and XI must therefore be denied. 


B. The Fiduciary Duty Count (Count XIV), 


Count XIV may also be disposed of on this motion. There 
plaintiff claims that the Exchange breached a fiduciary duty which 
it owed to them. However, plaintiffs have cited no authority 
support theirs claim that the Exchange was in a fiduciary relation- 
ship with them. In fact, Baird v. Franklin, 141 F.2d 238, 239 
(2d Cir. 1944) holds that the Exchange is not in fidue 
relationship with the public customers of its 
Plaintiffs were public customers of Blai-~ later became sub- 
Ordinated lenders and shareholders in the firm. Their status is 
_mnot so different from that of the plainti in Baird. Since there 
was no fid:ciary duty owed to the plait: here, there was no 
breach: The Exchance is thus entitled 
Count XIV. 
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for delay, and a final judgment may be settled on notice, 


Rule 54 (b), FoR CL Us 
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The Exchange's’ motion is granted with respect to 
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Comte hy DEy LSE, By) vey. ee, a, XII, XIII and xtv only, ana 


is in all other respects denied. 
SO Ordered, 


New York, New York 
May. 12, 2976 
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On November 14, 1975 Blair & Co., Inc. obtained a judgment 


permanently enjoining Arneil and Stockwell from Prosecuting 
® 


‘this action on ‘the ground that any claims whi 


h 


ch plaintiffs may 
ave had against Blair were discharged by the Bankruptcy Court's 


Order of Confirmation, dated October 2, 1973. In re Blair & Co., 


Inc., 70 B 755 (S.D.N.Y. Nov. 14, 1975). 


Perhaps correct analysis compels a conclusion that the 


cause Of action accrued both in New York and Washington. I¢£ 


so, then the language Of the borrowing statute ("accruing 


without the state") would still make it applicable to this 


action. As Judge Friendly stated in Sack vy. Low, 478 F.2d at 


ct in (s]Juch a rule avoids the mechanical nature of the 


Single place of arising theory ...." However, since the New 


York courts have not yet considered this qvistion, the Second 


Circuit Specifically declined to base its decision on that 


ground. This Court will therefore follow the traditional 


“single place of arising" 


analysis and concludes that under the 


Circumstances of this case, that place is the State of Washington. 


Although the Securities Acts Amendments Of i975, Pub.t. 


NO. 94-29, 89 Stat. 104, June 4, 1975, eliminated any reference 
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” effective until .December Ly BOTS. oR Lank v. New York Stock 
ne eee Phd Bac suche, 995,395 at 99,012-13, n. 16 
(8.0... Dec. 29, 1975), Judge Lasker pointed out that these 
Chicas may ultimately have some ni fect On the third-party 


beneficiary theory of recovery, but could not affect pre- 


existing rights. 
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UNITED STATES DISTRICT CourRT 
S°OTHERN DISTRICY OF NEW YORK 
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JAMES ARNEIL and VERNON A. STOCKWELL : 75 Civ. 1766 (CLB) 


Plaintiffs, : 
Vv. NOTICE OF APPEAL 
JAMES 8. RAMSEY, JR., OLIVER Dec. 
VANDERBILT, WILLIAM M. CENDMAN, 
BLAIR & CO., INC., and THE NEW YORK 
STOCK EXCHANGE, INC., 


Defendants. 


Please take notice that plaintiffs JAMES ARNEIL and 
VERNON A. STOCKWELL hereby appeal to bisa eched States District 
Court of Appeals for the Second Circuit from the Partial Summary 
Judgment entered in favor of defendants JAMES 3B. RAMSEY, JR., 
OLIVER DeG. VANDERBILT, WILLIAM M. LENDMAN, 3LAIR & CO., TNC., and 


THE NEW YORK STOCK EXCHANGE, INC. 


rg 


Dated: Z tt ae ar HANNAN, INC. 
SPENGLER, CARLSON, GUBAR & CHURCHILL 


2 nAN} 

Attorneys for Plaintiffs 
Agticulture Building 
Embarcadero at Mission 

San Francisco, CA 94105 


By 


MILGRIM THOMAJAN & JACOBS 
Attocneys for Defendants 

Ramsey, Vanderbilt and Lendman 
25 droadway 
New York, New York 10004 


MILBANK, TWEED, HADLEY & McCLOY 
Attorneys for Defendant 

New York Stock Exchange, Inc. 
One Chase Manhattan Plaza 
New York, New Yorx 19005 


UNITED STATZCS COURT OF APPEALS 
POR THE SECOND CIRCUIT 
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JAMES ARNEIL and VERNON A. STOCKWELL, 


Plaintiffs, 


“against- 


JAMES B. RAMSEY, UR., OLIVER DeG. 
VANDERBILT, WILLIAM M. LANDMAN, BLAIR 
& CO., INC., THE NEW YORK STOCK 
EXCHANGE, 

Defendants. 
Seen be cae ene een ama wei 
INDEX TO THE RECORD ON APPEAL 
Cactified copy of the docket sheet 
Complaint 
Answer of New York Stock Exchange 
Notice of Deposition 
Summons and Return 


Request for Production 


Response *9° Deferniants' Request 


UNITED STATES OISTRICT 
COURT FOR THE SOUTHERN 
DISTRICT Cr NEW YORK 


CASE NO. 7§ Civ. 1756 


JUDGE ¢, L. P LEZANT 


Notice of Motion with Memo endorsed dated 9/4/75 


Memorandum in Support 

Affidavit in Opposition 

Memorandum in Opposition 

Order Appointing Persons for Service 
Summons with Service and Returns 
Answer of Individual Defendants 
Motice of Deposition 

Sotice of Deposition 

Novice of Deposition 


Notice of Motion 


Memorandum of New York Stock Exchange in Support 
of Summary Judgment 


Statement of Material Facts 
Notice of Motion 

Memorandum in Cpoosition 
Stezament of Material Facts 
Reply Memorandum of Defendant 
Reply Memorandum 

Deposition of Ramsey 
Deposition of Landman 
Deposition of Vanderbilt 
Depositic Stockwell 
Deposition of Arneil 10/28/75 
Deposition of Arneil 7/15/75 
Transcript 

Memorandum and Order 

Order and Judgment 8ill/Costs 
Notice of Appeal 


Clerk's Certificate 


PA NENA” Ra RRR OS RS AA I RS GE SOT ORNS 
x 


hp 


SE REE a OR a A RE A ST TE © EE AB TRI GAS AT RRS PE 


ONITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW: YORK 


ed 


JAMES ARNEIL and VERNON A. STOCKWELL, 
Plaintiffs, 
~against- : CASE WO. 78 Civ. 3766 
JAMES 3. RAMSEY, JR., OLIVER Dec. 2 JUDGE ¢, L. 3RIZANT 


VANDERBILT, WILLIAM M. LANDMAN, S8LAIR 
& CO., DiC., THE NEW YORK STOCX 


Defendants. 


NOTICE TO THE DOCKET CLERK 
x ORIGINAL RECORD SUPPLEMENTAL AECORD 


THE RECORD ON APPEAL IN THE ABOVE-ENTITLED PROCEEDING 


BAS BEEN CERTIFIED AND TRANSMITTED TO TH™ UNITED STATES 


COURT OF APPEALS FOR THE SECOND CIRCUIT ON THIS 290th 


DAY OF JULY » £976. 


UNITED STATES DISTR..CT COURT 
SOUTHERN DISTRICT OF NEW YORK 
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JAMES ARNEIL and VERNON A. STOCKWELL, 


Plaintif£és, 
CASE NO. 78 Civ. 1766 


~against- 
; JUDGE ¢. L. BRIEANT 
JAMES B. RAMSEY, JR., OLIVER Dec. 


VANDERBILT, WILLIAM M. LANDMAN, BLAIR : CLERK'S CERTIFICATE. 
& CO., INC., THE NEW YORX STOCK 
( EXCHANGE, i 
\ 
Defendants. 


I, RAYMOND fF. BURGHARDT, Clerk sf the District Court of the 
United States for the Southern District of New York, do hereby 
: certify that the certified copy of docket entries lettered A-C¢, 
and the original filed papers numbered 1 thra 35, and exhibits 
Rone, inclusive, constitute the record on appeal in the above— 


entitled preceeding; except for the following missing documents: 5 


DATE FILED PROCEEDINGS 


IN TESTIMONY WHEREOP, I have caused the seal of the said Court 
to be hereunto affixed, ac the City of New York, in the Southern 
District of Mew York, this j0th day of July. in the year of 


our Lord, One thousand nine hundred and seventy six, and of 


the Independence of the United States the 20st year. 


Clerk of the Court 


